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HEALTH  CARE  REFORM 
Financing 


MONDAY,  NOVEMBER  22,  1993 

House  of  Representatives, 
Committee  on  Energy  and  Commerce, 
Subcommittee  on  Health  and  the  Environment, 

WashingtoTLy  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  11  a.m.,  in  room 
2123,  Raybum  House  Office  Building,  Hon.  Henry  A.  Waxman 
(chairman)  presiding. 

Mr.  Waxman.  The  meeting  of  the  subcommittee  will  come  to 
order. 

Two  days  ago  the  Health  Security  Act,  H.R.  3600,  was  introduced 
in  the  House  by  Mr.  Gephardt.  I  am  cosponsoring  this  legislation 
because  it  is  the  first  Presidential  initiative  since  1979  to  extend 
universal  coverage  for  comprehensive  health  benefits  to  all  Ameri- 
cans. Crucial  to  the  ability  of  H.R.  3600  to  achieve  universal  cov- 
erage is  the  adequacy  of  financing. 

According  to  administration  estimates,  the  President's  plan  in- 
cludes $352  billion  in  new  Federal  spending  between  now  and  the 
year  2000,  half  of  which  is  for  subsidies  for  employers,  low-income 
families  and  early  retirees.  The  plan  contains  $408  billion  in  fund- 
ing, nearly  half  of  which — $189  billion — comes  from  reductions  in 
Federal  Medicare  and  Medicaid  spending.  Again  by  the  administra- 
tion's calculation,  this  leaves  $56  billion  remaining  for  Federal  defi- 
cit reduction. 

Of  course  the  Federal  Government  is  not  the  only  party  to  the 
financing  of  this  plan.  Virtually  all  Americans  will  share  in  the 
costs  through  deductibles  and  coinsurance  requirements  built  into 
the  benefit  design.  Employers  will  contribute  80  percent  of  the  pre- 
miums of  their  workers,  up  to  7.9  percent  of  payroll.  Workers  who 
are  not  eligible  for  low-income  subsidies  will  pay  the  remainder  of 
the  premium  of  the  plan  they  select,  up  to  3.9  percent  of  their  in- 
comes. 

The  States  will  make  payments  of  approximately  $75  billion  be- 
tween now  and  the  year  2000  to  the  Regional  Alliances  in  the  form 
of  maintenance  of  effort  payments  on  behalf  of  former  Medicaid 
beneficiaries.  In  addition.  States  will  be  paying  their  share  of  the 
costs  of  the  Medicaid  population  receiving  cash  assistance. 

There  has  been  criticism  of  the  administration's  proposals  for  fi- 
nancing universal  coverage.  One  of  our  witnesses  today  who  served 
in  a  Republican  administration  that  did  not  ask  the  Congress  to 
enact  universal  coverage  has  announced  it  as  "tooth  fairy"  financ- 
ing. The  purpose  of  our  hearing  this  morning  is  to  give  the  admin- 
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istration  an  opportunity  to  explain  its  estimates  and  the  assump- 
tions that  underlie  them. 

This  is  not  the  last  time  the  subcommittee  will  hear  testimony 
on  the  issue  of  financing  the  President's  plan.  We  anticipate  that 
in  late  January  or  early  February  Dr.  Reischauer,  the  Director  of 
the  Congressional  Budget  Office  will  present  CBO's  independent 
analysis  of  the  President's  plan. 

We  will,  of  course,  be  bound  by  that  analysis  in  our  consideration 
of  H.R.  3600  when  we  take  up  the  bill  early  in  the  next  session. 
Until  then,  however,  today's  testimony  will  guide  our  thinking 
about  the  legislation. 

Before  calling  on  our  witnesses,  I  want  to  recognize  subcommit- 
tee members  for  opening  statements  and  I  will  recognize  Mr.  Mc- 
Millan first. 

Mr.  McMillan.  Thank  you,  Mr.  Chairman. 

I  am  glad  we  have  one  more  opportunity  to  discuss  financing  of 
the  Health  Security  Act.  I  would  certainly  be  happier,  of  course,  if 
the  administration  had  chosen  to  give  this  committee  access  to 
their  full  financial  data  and  assumptions  a  long  time  ago  because 
I  think  that  is  absolutely  essential  to  an  intelligent  debate  on  the 
issue. 

I  understand  that  the  final  bill  has  been  introduced  which  was 
some  1,380  pages  that  the  analysis  of  the  difference  between  the 
new  bill  and  the  old  original  bill  is  over  60  pages  long.  So  we  obvi- 
ously don't  have  full  information  and  that  makes  it  rather  difficult. 
I  have  brought  up  at  earlier  meetings  with  the  Budget  Committee 
and  in  this  committee  that  I  am  very  interested  in  getting  at  these 
details. 

You  have  been  cooperative  and  Mr.  Thorpe  has  particularly  in 
providing  aggregate  numbers  on  funds  flow  but  this  subcommittee 
still  does  not  have  details  on  the  subsidy  levels  for  small  business, 
low- wage  earners,  the  true  cost  of  picking  up  80  percent  of  early 
retiree  benefits,  et  cetera. 

Nor  does  it  deal  with  disproportionate  share  payments  to  hos- 
pitals or  make  a  determination  whether  they  will  be  preserved  as 
a  distortion  in  the  apportionment  to  States.  Nor  does  it  show 
whether  Medicaid  payments  for  nursing  care  are  transferred  to 
Medicare  accounts  or  included  in  the  regional  alliances. 

While  the  administration  has  provided  the  overall  funds  flow  in- 
formation, this  has  not  been  broken  down  into  budget  accounts  so 
that  this  legislation  can  be  debated  intelligently. 

We  have  to  debate  on  the  Floor  about  the  rescission  package  and 
the  absence  of  accurate  data  on  the  administration  proposal  is  con- 
fusing that  debate  enormously,  and  frankly  we  are  being  mis- 
informed about  many  aspects  of  it.  These  numbers  are  vitally  im- 
portant to  the  ability  of  the  committees  of  jurisdiction  to  come  to 
grips  with  this  issue. 

I  find  it  interesting  that  the  administration  criticizes  the  biparti- 
san bill  that  will  be  on  the  Floor  today  for  using  up  savings.  How- 
ever, if  we  really  got  behind  this,  I  think  we  would  find  that  most 
of  the  savings  proposed  in  the  Penny-Kasich  bill  are  the  same  sav- 
ings that  the  administration  proposes  to  be  used  within  the  months 
or  as  soon  as  we  adopt  that  bill. 


3 

Surely  the  administration  knows  that  all  of  these  funds  are  fun- 
gible. In  fact,  your  whole  health  care  plan  is  based  on  the  notion 
that  these  funds  are  fungible  because  basically  you  will  be  reallo- 
cating from  one  program  into  another  program.  The  Health  Secu- 
rity Act  is,  as  best  I  can  determine,  despite  the  criticism,  has  with- 
in it  $26  billion  in  savings  in  the  same  programs  that  the  Penny- 
Kasich  Act  will  ask  that  Congress  consider  today.  Contrary  to  the 
assertions,  Penny-Kasich  does  not  use  up  those  savings.  If  they  are 
named  and  enacted  in  the  rescission  today,  it  will  advance  them  by 
a  matter  of  months  between  the  time  of  this  rescission  package  and 
adoption  of  the  Clinton  health  care  plan  if  and  when  the  $58  billion 
in  deficit  reduction  that  are  proposed  in  your  health  care  plan  will 
not  be  taken  away.  It  simply  is  advanced  by  a  matter  of  months. 

I  think  we  would  have  a  lot  more  intelligent  debate  on  issue  that 
we  will  face  today  and  as  we  face  it  later  if  in  fact  the  committees 
of  jurisdiction  are  given  access  to  what  Secretary  Bentsen  described 
as  the  "finest  actuaries  in  the  United  States"  and  other  experts 
that  have  examined  this  plan.  The  American  people  are  entitled  to 
it  and  I  think  the  Members  of  Congress  are. 

Thank  you  and  I  yield  back  the  balance  of  my  time. 

Mr.  Waxman.  Thank  you,  Mr.  McMillan. 

Mr.  Wyden. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

I  commend  you  for  holding  what  I  think  is  an  extraordinarily  im- 
portant hearing.  I  think  that  most  Americans  come  to  this  subject 
and  look  at  the  proposition  that  we  are  spending  close  to  $1  trillion 
now  each  year  on  health  care.  With  257  million  Americans,  you 
could  give  every  person  in  this  country  $3,300  and  in  eflPect  say 
"Here.  Go  out  and  make  the  health  care  system  work." 

That  is  how  the  system  works  or  how  it  can  work,  but  I  think 
it  goes  to  the  heart  of  what  people  are  concerned  about,  and  that 
is  that  they  are  not  fools  on  the  financing  issue.  Americans  know 
that  some  people  and  businesses  are  going  to  pay  more  than  they 
do  today  and  others  are  going  to  pay  less.  It  seems  to  me  that  if 
the  administration  and  the  Congress  don't  tell  the  American  people 
who  is  going  to  take  a  hit  and  who  is  getting  a  break,  people  will 
suspect  that  no  news  is  bad  news  and  particularly  they  are  going 
to  see  that  in  a  very  personal  way. 

What  I  am  interested  in  hearing  from  Dr.  Rivlin,  from  the  ad- 
ministration today  more  than  anything  else,  is  information  about 
who  pays  how  much  today  and  how  that  would  be  changed  under 
the  administration's  plan.  I  think  that  goes  right  to  the  heart  of 
what  the  public  wants  to  hear. 

It  also  means  acknowledging  that  the  keystone  of  the  President's 
proposal  is  essentially  the  employer  mandates,  the  employer  man- 
date is  the  way  that  millions  of  individuals  and  businesses  are 
going  to  be  pitching  in  to  finance  health  reform  and  I  think  we 
need  to  know  who  under  the  mandates  is  going  to  be  spending  a 
lot  more  and  who  is  likely  to  be  spending  less. 

Mr.  Chairman,  I  think  this  is  a  very  important  hearing,  an  excel- 
lent way  to  end  the  round  of  hearings  that  we  have  held  over  the 
last  week,  and  I  look  forward  to  hearing  from  Dr.  Rivlin  and  our 
witnesses. 

Mr.  Waxman.  Thank  you  Mr.  Wyden. 


Mr.  Bliley. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  today's  hearing  marks  this  committee's  20th 
hearing  on  health  care  reform  since  the  First  Lad/s  appearance 
before  us  on  September  28th.  I  would  first  like  to  personally  thank 
you  for  the  cooperation  you  have  extended  to  the  Minority  in  put- 
ting these  hearings  together.  It  is  clear  that  the  administration, 
providers,  insurers,  and  the  public  have  been  fairly  represented  at 
these  hearings. 

The  committee's  conduct  and  tone  have  been  thoughtful  and  ana- 
lytical, rather  than  acrimonious  and  ideological.  I  believe  that  this 
committee's  hearings  have  been  the  top  congressional  forum,  where 
both  the  press  and  public  have  turned  for  substantive  debate  of  the 
bill.  Mr.  Chairman,  I  want  to  thank  you  and  your  staff. 

I  would  also  like  to  welcome  two  distinguished  guests  who  are 
appearing  before  us  today.  First  I  would  like  to  welcome  Dr.  Alice 
Rivlin,  the  Deputy  Director  of  0MB.  Dr.  Rivlin  was  the  first  Direc- 
tor of  the  CBO  and  has  made  many  contributions  to  our  under- 
standing of  both  the  Federal  budget  and  the  budget  deficit. 

I  would  also  like  to  welcome  Dr.  Gail  Wilensky  who  served  with 
distinction  in  the  Bush  administration  as  HCFA  Administrator  and 
as  Special  Assistant  to  the  President  for  Health  Care.  Dr.  Wilensky 
has  appeared  many  times  before  this  committee  to  help  guide  us 
through  many  of  the  complicated  Medicare  and  Medicaid  issues  of 
past  budget  reconciliations. 

Since  this  is  the  last  committee  hearing  before  the  recess,  I 
would  like  to  make  some  general  comments.  First,  the  administra- 
tion has  done  both  Congress  and  the  public  an  injustice  by  its  re- 
fusal to  provide  either  the  legislative  language  until  2  days  ago;  or 
its  budgetary,  financial,  actuarial,  and  economic  assumptions  and 
documentation  to  the  Congress. 

Our  understanding  is  that  the  introduced  bill,  H.R.  3600,  has 
dozens  of  substantive  changes  from  the  "Draft  Health  Security 
Act."  It  is  only  fair  that  the  public,  physicians,  hospitals,  insurers, 
and  other  interested  parties  be  given  another  chance  to  again  tes- 
tify before  this  committee  on  the  "real  bill."  I  hope  we  can  get  a 
commitment  from  the  chairman  that  we  hold  another  set  of  hear- 
ings in  February  so  that  everyone  can  testify  on  the  introduced  bill, 
and  not  a  "draft". 

It  has  now  been  2  months  since  Mrs.  Clinton  promised  this  com- 
mittee the  budgetary,  actuarial  and  economic  documentation  for 
this  bill.  Congressman  McMillan,  other  members  and  I  have  all 
written  numerous  letters  requesting  this  information,  and  so  far  we 
have  received  nothing. 

Dr.  Rivlin,  you  are  the  No.  2  official  at  0MB.  Before  you  leave 
today,  I  am  going  to  ask  you  for  a  meeting  next  week  so  that  you 
and  other  interested  members  of  both  parties  can  work  out  a  rea- 
sonable schedule  for  "opening  up  your  books"  to  the  public.  Let  our 
Nation's  best  health  care  economists,  actuaries,  and  financial  ex- 
perts examine  your  models,  assumptions,  and  conclusions. 

If  you  don't  open  your  books,  the  only  conclusion  that  we  can 
draw  is  that  your  numbers  are  phony!  This  is  not  a  partisan  issue. 
Let  me  remind  you  that  some  of  the  biggest  critics  of  your  numbers 
have  been  members  of  your  own  party,  for  example,  the  gentleman 
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from  California,  the  Chairman  of  the  Health  Subcommittee  of  the 
Committee  on  Ways  and  Means,  Pete  Stark. 

Now  I  would  like  to  make  some  comments  concerning  the  admin- 
istration's use  of  the  English  language,  which  I  am  afraid  is  symp- 
tomatic of  the  underlying  logic  of  the  bill.  Let  us  not  forget  that 
this  is  the  first  bill  ever  created  by  the  "tollgate  process." 

First  we  had  the  administration  characterization  of  the  National 
Health  Board,  the  body  which  would  control  the  Nation's  $1  trillion 
health  care  system.  First,  Secretary  Shalala  testified  before  us  that 
it  was  simply  a  "minor  oversight  group  with  some  functions,"  and 
would  probably  have  just  100  staff  members,  although  its  annual 
budget  would  be  over  $2  billion.  Then  the  HCFA  Administrator 
characterized  the  board  as  just  a  steering  committee.  This  would 
be  like  characterizing  the  House  Rules  Committee  as  just  a  steer- 
ing committee. 

How  about  the  administration's  characterization  of  entitlements? 
This  bill  is  creating  several  new  entitlements  with  hundreds  of  bil- 
lion dollars  of  new  Federal  entitlement  spending.  First  the  admin- 
istration called  these  entitlement  payments  subsidies.  Now  they 
call  them  premium  discounts.  What  is  next?  How  about  Federal 
bonus  payments  to  deserving  companies  and  individuals? 

Finally,  we  have  the  most  egregious  misuse  of  the  English  lan- 
guage, the  definition  of  what  is  a  Federal  revenue  and  expenditure. 
Put  simply,  the  administration  would  have  the  American  public  be- 
lieve that  a  mandatory  payroll  tax  enacted  by  Congress  with  Fed- 
eral penalties  should  be  treated  like  a  private  transaction  like 
shopping  at  K-Mart. 

Todays  hearing  is  about  financing.  As  I  said  at  our  November  8 
hearing  on  cost  containment,  this  hearing  is  the  flip  side  of  the  cost 
containment  hearing.  Why?  Because  the  cost  containment  features 
of  the  Clinton  plan  are  also  its  primary  financing  mechanism.  If 
the  premium  cap  is  removed  from  this  bill,  the  overall  financing  of 
the  health  care  plan  would  fall  apart  like  a  house  of  cards. 

To  conclude,  I  would  like  to  quote  from  the  Chief  Actuary  of 
HCFA  verifying  this  very  conclusion:  "The  health  care  reform  plan 
relies  heavily  on  global  budgets  enforced  by  the  Federal  Govern- 
ment— for  example,  the  actuarially  determined  premiums  for  the 
first  year  of  reform,  1996,  are  reduced  by  nearly  25  percent  by  the 
global  budget,  and  the  associated  Federal  subsidies  are  reduced  by 
more  than  40  percent — ^to  be  that  successful  in  containing  costs,  the 
Federal  Government  would  have  to  be  far  more  resolute  than  it  has 
been  in  containing  costs  in  Medicare  and  Medicaid." 

This  was  quoted  from  The  Actuary  dated  November  1993. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Bliley. 

Mr.  Rowland? 

Mr.  Rowland.  No. 

Mr.  Waxman.  Mr.  Kreidler? 

Mr.  Kreidler.  I  will  pass. 

Mr.  Waxman.  Mr.  Brown? 

Mr.  Brown.  No. 

Mr.  Waxman.  Mr.  Hastert. 

Mr.  Hastert.  Quite  briefly,  Mr.  Chairman.  It  is  time  that  we  get 
the  facts  and  figures.  We  have  talked  about  this  before,  a  bill  that 
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was  supposed  to  be  before  the  Congress  last  May  17,  I  think  was 
the  target  date.  And  then  the  date  was  rolled  to  July  4,  then  to  the 
August  recess,  then  to  September,  and  then  October  and  November 
and  we  are  still  waiting. 

The  numbers — ^we  have  been  continually  promised  that  we  would 
see  the  models,  that  we  would  see  the  numbers,  that  we  would  see 
the  schemes  that  were  put  together  that  made  this  thing  possible 
and  made  it  work.  Yet,  we  have  been  denied  this  information,  so 
you  can  see  that  you  are  before  a  part  of  a  panel  this  morning  that 
is  somewhat  frustrated. 

We  welcome  the  opportunity  for  you  to  come  before  us  and  start 
to  lay  out  details  so  that  we  can  begin  to  make  sense  out  of  what 
the  White  House  health  care  plan  is  so  that  we  can  be  responsible 
to  the  American  people.  I  appreciate  your  being  here  this  morning. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Hastert. 

Our  first  witness  is  Alice  Rivlin,  Deputy  Director  of  the  Office  of 
Management  and  Budget.  She  is  a  nationally  recognized  economist 
and  has  previously  served  in  the  Executive  Branch  as  Assistant 
Secretary  for  Planning  and  Evaluation  of  the  Department  of  Health 
and  Human  Services.  She  is  especially  well  qualified  to  present  the 
administration's  estimates  to  us  this  morning  since  she  was  the 
founding  director  of  the  Congressional  Budget  Office,  where  she 
served  with  distinction  from  1975  to  1983. 

I  am  pleased  to  welcome  you  to  the  subcommittee.  Your  appear- 
ance here  marks  the  first  time  since  1981  that  any  official  of  the 
0MB — ^much  less  the  deputy — has  been  willing  to  appear  before  the 
subcommittee  in  a  public  hearing  and  defend  the  administration 
estimates.  I  thank  you  for  that. 

Without  objection,  your  full  statement  will  be  part  of  the  record 
in  its  entirety.  We  would  like  to  ask  you  to  proceed  however  you 
wish. 

STATEMENT  OF  ALICE  M.  RIVLIN,  DEPUTY  DIRECTOR,  OFFICE 
OF  MANAGEMENT  AND  BUDGET 

Ms.  RiVLlN.  Thank  you  very  much  Mr.  Chairman.  I  am  delighted 
to  be  here.  I  don't  know  why  there  hasn't  an  0MB  deputy  director 
here  since  1981,  but  I  can  assure  you  that  I  am  willing  to  come  at 
any  time  it  would  be  helpful.  0MB,  as  well  as  the  rest  of  the  ad- 
ministration is  very  eager  to  work  with  this  committee  to  share  the 
information  that  we  have,  to  explain  our  bill,  and  to  get  your  views 
on  how  to  improve  the  bill. 

This  whole  enterprise  of  reforming  health  care  is  difficult.  It  is 
complicated.  We  are  all  in  it  together,  and  this  hearing  I  hope  will 
be  the  first  of  many  hearings  and  discussions  in  which  we  go  over 
the  numbers,  we  explain  what  we  did  and  you  tell  us  what  you 
think  might  have  been  a  better  way  to  do  it.  We  need  to  share  the 
information  and  the  wisdom  in  this  very  difficult  enterprise. 

Let  me  just  summarize  my  statement  very  briefly.  I  will  say  a 
word  or  two  about  the  impact  of  health  care  on  the  economy  and 
then  turn  to  the  impact  of  the  Clinton  health  reform  on  the  Federal 
budget  and  how  we  think  that  those  numbers  add  up. 

Mr.  Chairman,  we  all  want  a  productive  high-wage  economy  in 
which  incomes  are  rising.  This  committee  has  been  on  the  forefront 
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of  pointing  out  many  of  the  difficulties  from  an  economic  point  of 
view  with  our  current  health  care  system. 

I  think  we  can  all  agree  that  the  current  health  care  system 
threatens  the  future  of  the  American  economy  in  at  least  three 
ways.  Health  care  costs  are  very  high  and  they  are  rising  rapidly. 
This  amounts  to  a  health  care  tax  essentially  on  the  whole  econ- 
omy to  support  a  relatively  ineffiicient  health  care  system.  Health 
care  programs  in  the  government  budget  has  been  rising  extremely 
rapidly,  adding  to  the  deficit  and  punishing  the  economy. 

The  fact  that  not  everyone  has  health  insurance  and  that  many 
people  are  worried  about  losing  their  health  insurance  has  led  to 
health  care  insecurity,  to  job  lock  and  welfare  lock,  which  also  pun- 
ishes the  efforts  to  get  to  a  high  productivity  economy. 

The  market  for  health  care  is  simply  not  working  as  markets 
ought  to  work.  In  this  situation,  the  government  could  take  over 
and  regulate  the  prices  and  quantity  of  care.  That  is  a  possibility. 
It  is  not  the  possibility  that  the  Clinton  administration  chose.  We 
chose  the  more  complicated  task  of  trying  to  restructure  the  mar- 
ket for  health  care  to  make  it  work  better. 

The  Health  Security  Act  preserves  the  employer-based  insurance 
with  which  most  Americans  are  familiar.  It  insures  universal  cov- 
erage by  mandating  a  standard  benefit  package  that  employers 
must  provide.  It  makes  that  package  affordable  by  providing  sub- 
sidies to  firms  with  low  wage  workers  and  to  low-income  individ- 
uals. It  gives  consumers  a  financial  stake  in  choosing  lower  cost 
plans,  an  experience  that  we  believe  can  help  shift  many  people  to 
lower  cost  health  plans. 

The  Health  Security  Act  encourages  providers  to  form  groups  in- 
cluding, but  not  limited  to  health  maintenance  organizations,  to  de- 
liver care  at  the  lowest  possible  cost. 

The  Health  Security  Act  builds  on  the  experience  of  big  compa- 
nies and  other  large  purchasers  which  have  used  their  market 
power  to  bargain  the  best  deal  for  their  members.  It  creates  health 
alliances  that  will  bargain  on  behalf  of  small  and  medium-sized 
employers  and  individuals,  allowing  them  to  get  the  benefits  of  this 
market  power  now  limited  to  large  firms. 

It  reforms  the  insurance  markets  by  requiring  community  rating. 
It  eliminates  cherry  picking  and  preexisting  condition  restrictions, 
and  the  selection  of  people  in  favorable  groups  to  the  exclusion  of 
others.  It  provides  for  more  information  which  should  make  choices 
easier  for  those  who  have  to  choose. 

A  standard  benefit  package  will  make  it  easier  to  compare  plans 
that  are  producing  the  same  thing.  It  will  provide  information  on 
outcomes  so  consumers  know  what  they  are  buying.  The  primary 
reliance  in  the  Health  Security  Act  relies  on  changing  the  incen- 
tives to  reduce  cost  growth. 

The  premium  caps  we  regard  as  a  backstop,  not  a  primary  reli- 
ance, but  it  is  a  backstop  which  we  feel  is  needed.  We  believe  that 
universal  coverage  will  end  job  lock,  and  welfare  lock,  and  make  it 
easier  for  people  to  move  into  higher  paid  employment. 

The  big  question,  which  this  hearing  addresses  is  how  do  we  pay 
for  all  this.  Remember  that  most  of  the  costs  of  the  new  plan  would 
be  paid,  as  they  are  now,  through  premiums  paid  by  employers  and 
individuals.  But  there  are  significant  new  costs  to  the  Federal  Gov- 
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emment  especially  for  the  subsidies  to  make  the  insurance  univer- 
sally affordable  and  for  additional  benefits. 

We  believe  that  health  care  reform  can  make  an  important  con- 
tribution especially  in  the  future  to  reducing  the  Federal  budget 
deficit  and  that  we  have  identified  more  than  enough  revenues  and 
savings  to  pay  for  the  plan. 

Let  me  draw  your  attention  to  Chart  1,  just  to  remind  us  of  the 
deficit  problem  and  how  health  care  fits  into  it.  The  top  line,  which 
is  labeled  '*Where  We  Were,"  is  how  deficit  projections  looked  when 
the  Clinton  administration  came  into  office.  They  were  headed  up. 
With  the  President's  economic  plan,  which  we  all  worked  on  to- 
gether and  which  the  Congress  passed,  that  prospect  has  been 
erased. 

The  line  labeled  "Mid-Session  Review"  is  our  latest  estimate  of 
what  the  deficit  will  be  as  we  follow  the  plan  voted  by  the  Con- 
gress. It  erases  the  increase,  it  gets  the  deficit  coming  down  and 
then  leveling  off.  Unfortunately  the  deficit  if  we  do  nothing  more 
will  go  up  again  particularly  beyond  the  year  2000.  It  will  go  up 
again  primarily  because  health  care  costs,  if  not  contained  will  be 
rising  faster  than  Federal  revenues  are  increasing. 

It  is  for  that  reason  that  we  believe  the  health  care  plan  must 
make  a  contribution  to  reducing  the  deficit.  The  lower  line  labeled 
"Mid-Session  Review  With  the  Health  Care  Plan"  indicates  that  we 
believe  that  passing  the  Health  Security  Act  would  make  that  defi- 
cit line  finally  come  down,  not  go  up  again. 

Let  me  turn  to  the  specific  impact  of  the  Health  Security  Act  on 
the  Federal  budget.  If  you  will  turn  to  the  second  chart,  it  summa- 
rizes what  this  plan  would  cost  in  the  column  labeled  "Use  of 
Funds,"  and  where  we  would  propose  to  get  the  money.  Starting 
from  the  bottom  of  the  column  labeled  "Use  of  Funds,"  the  first  cost 
that  woul  .  be  imposed  over  this  6-year  period  to  which  this  chart 
applies  is  for  public  health  service  activities  and  administrative 
costs  of  the  new  system,  all  together  about  $53  billion. 

A  significant  portion  of  this,  about  $18  billion,  would  be  addi- 
tionaLpublic  health  spending.  These  expenditures  will  be  designed 
to  make  it  possible  for  those  who  have  the  new  insurance  benefit 
recipient  to  actually  get  service.  The  money  will  be  used  to  increase 
the  outreach,  add  funding  as  well  for  WIC,  and  for  prevention  re- 
search at  NIH.  This  category  includes  start-up  grants  to  the  States 
to  get  the  alliances  started.  It  includes  investments  to  help  the  Vet- 
erans' Administration  medical  system  make  the  transition  to  a 
more  competitive  environment,  as  well  as  funds  to  cover  the  service 
of  advanced  practice  nurses  for  Medicare  beneficiaries. 

Second,  under  the  heading  "Long-Term  Care,"  we  are  covering 
substantial  new  benefits  including  the  new  home  and  community- 
based  service  program  for  the  disabled,  liberalized  spend-down 
rules  for  the  Medicaid-eligible  institutionalized,  and  tax  incentives 
for  the  purchase  of  long-term  care  insurance. 

Third,  at  a  cost  of  about  $66  billion,  we  are  adding  a  benefit 
under  Medicare  for  prescription  drugs.  Our  plan  introduces  a  pre- 
scription drug  benefit  under  Medicare  that  is  similar  to  the  stand- 
ard benefit  package  that  all  other  Americans,  those  under  65, 
would  have. 
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The  Medicare  benefit  would  have  a  $250  deductible  and  20  per- 
cent coinsurance  with  a  $1,000  annual  limit  on  out-of-pocket  spend- 
ing on  drugs. 

Next  we  have  the  cost  of  making  insurance  more  affordable  to 
the  self-employed  by  improving  their  tax  deduction  to  100  percent 
rather  than  the  current  25  percent.  Then — and  this  is  really  the 
largest  and  most  complicated  of  the  new  costs — are  the  new  sub- 
sidies or  discounts  for  employers  to  make  this  insurance  affordable. 

What  is  shown  in  this  chart  is  the  net  cost,  but  to  understand 
it  better  I  think  it  is  useful  to  turn  to  chart  3  to  look  at  the  full 
range  of  subsidy  costs.  There  would  be  subsidies  for  families,  for 
businesses,  for  early  retirees,  which  add  to  a  total,  including  a  $44 
billion  cushion  to  make  sure  that  we  have  allowed  enough  in  the 
budget  for  these  estimates  of  $349  billion.  Not  all  of  that  shows  up 
in  the  previous  charts  because  some  of  it  is  offset  in  the  Federal 
budget  by  the  amount  of  benefits  for  Medicare  Medicaid  recipients 
who  are  working  and  receiving  benefits  through  the  employer- 
based  system  albeit  with  some  subsidies.  These  savings  to  the  Fed- 
eral Government  would  total  over  this  period  $188  billion.  The  net, 
we  believe  would  be  about  $161  billion. 

If  we  turn  back  then  to  chart  2,  that  gives  us  a  total  new  cost 
to  the  Federal  Government  over  this  period  of  $351  billion. 

How  are  we  going  to  pay  for  that?  Well,  we  are  going  to  pay  for 
it  in  a  number  of  ways  which  we  believe  have  been  very  carefully 
and  as  accurately  as  possible  estimated  the  sources  of  funds  exceed 
the  costs  by  about  $58  billion  over  this  period,  so  that  there  would 
be  a  significant  contribution  to  deficit  reduction.  If  we  turn  to  the 
sources  of  funds,  first  we  have  Medicare  savings  and  Medicare 
changes,  which  have  been  very  fully  specified,  and  which  total  $124 
billion. 

We  have  identified  a  set  of  28  policy  changes  that  would  achieve 
this  amount.  These  policy  changes  include  reductions  in  the  pay- 
ment rates  to  providers  as  well  as  proposals  to  control  utilization. 

Mr.  Vladeck  walked  through  those  in  great  detail  last  week  and 
I  will  not  do  so  though  I  will  remind  you  that  we  have  also  in- 
cluded a  proposal  to  relate  the  part  B  premium  to  income  for  high- 
income  Medicare  beneficiaries.  These  spending  reductions  imply  a 
moderate  decline  in  the  extremely  rapid  baseline  growth  of  the 
Medicare  program. 

We  certainly  wouldn't  be  wiping  out  the  growth  of  the  Medicare 
program.  It  would  still  be  growing  at  a  very  substantial  rate  as 
shown  in  the  last  chart,  but  the  rate  would  be  moderated  from  the 
recent  11  percent  growth  per  year  in  Medicare  to  under  8  percent 
by  the  end  of  the  decade. 

We  are  also,  to  go  back  to  the  previous  chart,  counting  two  kinds 
of  Medicaid  savings.  The  Health  Security  Act  would  provide  all 
Americans  with  health  coverage  and  therefore  would  nearly  elimi- 
nate uncompensated  care.  This  will  allow  the  replacement  of  Med- 
icaid disproportionate  share  payments  with  a  smaller  special  re- 
serve of  funding  to  be  directed  toward  hospitals  that  treat  large 
numbers  of  low-income  people  including  undocumented  aliens. 

In  addition,  the  growth  in  alliance  premiums  paid  by  Medicaid 
on  behalf  of  cash  recipients  will  be  constrained  to  grow  at  the  same 
rate  as  private  sector  premiums.  This  is  feasible  because  under  our 
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plan  Medicaid  recipients  will  be  receiving  health  care  services  in 
alliance  health  plans  like  Americans  with  private  insurance. 

Then  we  have  added  a  tobacco  tax  and  an  assessment  on  cor- 
porations that  choose  not  to  participate  in  the  alliances,  but  never- 
theless share  the  general  benefits  of  research  and  other  govern- 
ment services  and  benefit  from  the  elimination  of  uncompensated 
care  costs  in  their  premiums.  That  is  a  total  of  $89  billion. 

There  are  also  very  significant  savings  to  be  anticipated  in  other 
Federal  programs  from  the  new  plan  and  from  controlling  the  rate 
of  growth  of  health  care  costs.  The  Veterans  Department  and  De- 
partment of  Defense  programs  are  principal  among  them. 

We  also  anticipate  significant  other  revenue,  about  $86  billion  on 
balance.  The  Treasury  projects  that  health  reform  will  lower  insur- 
ance premiums  relative  to  our  baseline  projections  and  thereby 
raise  taxable  income  and  tax  revenue.  Changes  in  the  tax  treat- 
ment of  health  insurance  will  also  lead  to  increased  revenues. 

Finally  there  will  be  a  modest  reduction  in  debt  service  cost.  This 
adds  to  a  total  increase  in  funds  available  to  pay  for  the  plan  of 
about  $409  billion. 

Dr.  Ken  Thorpe  is  going  to  be  here  after  me  to  talk  in  more  spe- 
cifics about  how  we  made  the  estimates  to  get  to  these  numbers. 
Let  me  simply  say  that  we  are  very  eager  to  share  this  information 
with  you. 

I  am  as  sorry  as  you  are  that  we  have  taken  as  long  as  we  have 
to  get  the  bill  to  its  final  stage,  into  print,  and  up  here  last  Friday, 
but  it  is  a  very  complicated  effort  and  we  were  eager  to  work  with 
the  Congress  to  improve  the  bill.  That  is  why  the  original  Septem- 
ber submission  was  a  draft  and  not  a  final  bill.  We  believe  that  we 
have  made  significant  improvements  in  that  bill  by  interacting 
with  the  Congress.  That  necessitated  substantial  numbers  of 
reestimates  and  recalculations. 

We  have  done  those  and  we  are  eager  to  share  the  documenta- 
tion with  you  as  soon  as  we  can  get  it  all  written  down,  printed, 
and  ready  to  be  shared.  We  will  do  that. 

Finally,  Mr.  Chairman,  let  me  just  say  a  word  about  how  we  be- 
lieve these  deficit  savings  will  be  protected.  Are  they  real?  How  do 
we  know  that  and  what  do  we  anticipate  doing? 

There  are  several  reasons  why  we  think  these  deficit  reductions 
will  materialize  and  may  be  even  exceeded.  First,  we  tried  to  be  as 
conservative  and  realistic  as  we  possibly  could  in  estimating  the 
costs.  We  often  had  alternative  estimates  and  took  the  more  con- 
servative of  the  options. 

Second,  as  I  said  earlier,  we  have  set  targets  for  the  rates  of 
growth  of  premiums  in  the  alliances.  If  competition  alone  does  not 
keep  the  premium  growth  within  the  targets,  and  we  are  hopeful 
that  it  will,  the  premium  caps  will  be  triggered. 

Third,  we  have  made  conservative  assumptions  about  the  speed 
at  which  States  would  come  into  the  new  system.  We  are  not  as- 
suming that  they  are  all  ready  and  will  be  jumping  in  tomorrow. 
They  will  come  in  gradually  over  a  period  of  3  years.  We  believe 
that  this  will  give  them  time  to  get  the  alliances  up  and  running 
and  for  the  States  to  learn  from  each  other  as  they  share  this  expe- 
rience. 
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Fourth,  we  added  to  our  estimate  of  the  subsidy  costs  a  15  per- 
cent or  about  $44  billion  cushion  to  cover  contingencies  or  behav- 
ioral changes  that  are  very  difficult  to  anticipate. 

Finally,  we  did  not  make  the  subsidies  an  open-ended  entitle- 
ment. We  believe  that  our  estimates  are  conservative  and  reason- 
able, but  if  for  some  reason  it  appears  that  the  caps  will  be 
breached,  the  Congress  and  the  administration  will  have  to  focus 
on  the  issue,  debating  it  and  acting  and  deciding  what  to  do. 

In  sum,  Mr.  Chairman,  we  have  worked  hard  on  this  bill  and  on 
these  estimates  and  we  are  very  eager  to  talk  to  you  about  them, 
to  share  our  numbers  and  to  work  together  as  the  Congress  de- 
bates this  very  important  change  in  our  Nation's  health  system. 

Thank  you. 

[Testimony  resumes  on  p.  26.] 

[The  prepared  statement  and  charts  of  Ms.  Rivlin  follow:] 
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STATEMENT  OF  ALICE  M.  RIVLIN 
DEPUTY  DIRECTOR 
OFFICE  OF  MANAGEMENT  AND  BUDGET 
SUBCOMMITTEE  ON  ENERGY  &  COMMERCE 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
NOVEMBER  22,  1993 


Mr.  Chairman,  it  is  a  pleasure  to  be  here  today  to  discuss 
the  Clinton  Administration's  health  care  reform  plan.    No  one 
needs  to  remind  this  Committee  that  our  health  care  system  is  in 
crisis.    While  the  quality  of  health  care  in  the  United  States  is 
the  best  in  the  world  for  those  who  can  afford  it,  the  total  cost 
of  care  is  unnecessarily  high  and  rising  at  frighteningly  rapid 
rates.    Moreover,  millions  of  Americans  are  without  adequate 
health  care  coverage  and  millions  more  live  in  fear  that  they 
will  lose  their  health  insurance. 

The  challenge  before  the  Congress  is  to  develop  a  plan  that 
preserves  what  is  best  in  the  current  system  while  controlling 
costs  and  providing  universal  access  to  high  quality  health  care. 
The  plan  presented  to  you  by  the  President  and  the  First  Lady 
does  that.     It  controls  costs  and  guarantees  health  security: 
For  the  first  time,  every  American  will  have  health  insurance 
coverage  with  a  comprehensive  package  of  benefits  that  can  never 
be  taken  away. 

I  would  like  to  focus  first  this  morning  on  the  vital  part 
the  Administration's  health  reform  plan  plays  in  our  overall 
strategy  to  improve  the  future  vitality  of  the  American  economy. 
Then  I  would  like  to  turn  to  the  impact  of  the  plan  on  the 
Federal  budget  —  what  new  costs  would  be  incurred  and  how  we 
propose  to  pay  for  them. 


HEALTH  REFORM  IS  AN  ECONOMIC  IMPERATIVE 

If  we  are  to  have  the  productive,  high  wage  economy  that  we 
all  want,  we  must  reform  the  health  care  system.     Indeed,  health 
reform  may  be  the  single  most  important  change  that  is  needed  to 
make  the  economic  future  brighter  for  our  children  and 
grandchildren. 

The  current  health  financing  system  threatens  America's 
economic  future  in  three  ways:   (l)  health  costs  are  unnecessarily 
high  and  rising  too  rapidly  —  draining  resources  from  more 
productive  uses  to  support  an  inefficiently  organized  health  care 
system;   (2)  the  rising  costs  of  government  health  programs  add  to 
the  Federal  deficit  and  reduce  national  saving;  and  (3)  health 
care  insecurity  locks  people  into  existing  jobs  or  onto  welfare 
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rather  than  allowing  them  to  move  into  more  productive 
employment. 

The  United  States  spends  more  of  its  Gross  Domestic  Product 
(GDP)  on  health  care  than  any  other  country  in  the  world.  The 
numbers  bear  repeating:     Today,  14%  percent  of  our  GDP  goes  for 
health  care,  and  by  the  end  of  the  decade,  we  could  be  spending 
an  almost  unthinkable  18%  of  GDP  on  health  care.     No  other 
country  spends  more  than  11%  of  its  output  on  health  care. 
During  the  last  decade,  our  real  per  capita  health  care  costs 
grew  at  a  rate  of  4.4%  per  year,  while  our  real  per  capita  GDP 
grew  at  only  1.6%  a  year.     By  any  measure,  we  are  spending  too 
much  of  our  income  on  health  care. 

Inflation  in  health  care  costs  is  robbing  government  budgets 
of  scarce  resources  needed  for  critical  investment  in  our  future 
—  education,  job  training,  infrastructure,  and  technology 
development.     The  Federal  government  devotes  19%  of  its  budget  to 
health  care  right  now.     If  current  projected  trends  continue, 
that  percentage  will  rise  to  25%  by  fiscal  year  1998.     This  means 
that  almost  50%  of  Federal  spending  growth  between  1993  and  1998 
will  be  for  health  care.     Make  no  mistake  about  it:  getting 
Federal  health  spending  under  control  is  essential  to  long-run 
deficit  reduction. 

Despite  all  this  spending,  37  million  Americans  are 
uninsured,  and  increasing  numbers  of  Americans  are  vulnerable  to 
losing  their  insurance  upon  developing  a  serious  illness  or 
medical  problem.     Pre-existing  condition  restrictions  lead  to 
"job  lock":  surveys  have  shown  that  30%  of  workers  restrict  their 
search  for  better  jobs  for  fear  of  losing  their  health  insurance 
coverage . 

RESTRUCTURING  THE  MARKET  FOR  HEALTH  CARE 

The  Health  Security  Act  preserves  and  strengthens  the 
current  system  of  employer-based  health  insurance.  It  would 
change  the  way  the  health  care  market  works  in  fundamental  ways. 
First,  it  would  give  consumers  a  financial  stake  in  choosing  the 
lowest  cost  health  plan  and  information  on  which  to  base  that 
choice.     Employers  make  defined  contributions  that  equal  80%  of 
the  average  cost  of  health  plans  in  their  area.     Households  are 
responsible  for  the  difference  between  the  cost  of  the  plan  they 
select  and  their  employer's  contribution.     Experience  has  shown 
that  employees  choose  lower  cost  plans  when  they  are  given  the 
financial  incentive  to  do  so. 

Second,  the  Health  Security  Act  encourages  health  providers 
to  join  together  in  groups  that  will  provide  care  as  effectively 
as  possible  and  reduce  unnecessary  costs  in  order  to  compete  for 
members . 
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Third,  the  Health  Security  Act  builds  on  the  experience  of 
big  companies  and  other  large  purchasers  of  health  care  that  have 
demonstrated  their  ability  to  bargain  hard  with  health  plans  to 
get  the  best  price.     The  Act  requires  the  States  to  set  up 
regional  health  alliances  to  bargain  on  behalf  of  individuals  and 
small-  and  medium-sized  businesses.     New  health  alliances  would 
use  their  market  power  to  obtain  for  their  members  the  favorable 
prices  now  available  only  to  employees  of  large  companies. 

Fourth,  the  Health  Security  Act  reforms  insurance  markets  by 
requiring  community  rating.     Risk  selection  will  be  eliminated 
by: 

•  A  comprehensive  benefits  package,  to  homogenize  the 
product  and  make  shopping  among  health  plans  easier  for 
consumers ; 

•  Community  rating  to  remove  the  incentive  to  select 
healthier  enrollees,  with  risk  adjustment  to  compensate 
plans  that  have  a  disproportionate  share  of  higher  risk 
individuals; 

•  Ending  pre-existing  conditions  restrictions,  medical 
underwriting,  lifetime  limits,  and  other  techniques 
that  deny  many  Americans  coverage. 

Providers  and  insurers  will  also  be  required  to  report 
interpretable  medical  outcomes.    This  information  will  help 
Americans  assess  the  relative  quality  of  competing  plans.  In 
addition,  it  will  provide  insurers  and  providers  with  incentives 
to  be  efficient  while  meeting  the  needs  of  their  customers  and 
patients. 

Introducing  these  new  market  incentives  should  lower  the 
rate  of  growth  of  health  care  costs.    The  most  effective  cost 
control  known  to  economists  is  to  let  producers  compete  and 
consumers  choose.    Our  targets  for  the  growth  of  insurance 
premiums  should  be  viewed  as  backstop  devices  that  will  probably 
never  be  needed  once  insurers,  providers  and  consumers  learn  to 
make  managed  competition  work. 

With  universal  health  insurance  coverage  Americans  will  no 
longer  be  afraid  to  change  jobs  because  they  would  risk  losing 
their  health  insurance.    By  ending  "job  lock",  health  security 
will  increase  economic  flexibility  and  improve  productivity. 

No  longer  will  Americans  be  afraid  to  leave  welfare  because 
they  would  lose  Medicaid  benefits.    A  welfare  mom  who  gets  a  job 
will  not  have  to  turn  it  down  to  protect  her  children  from 
uninsured  illness.    The  end  to  "welfare  lock"  will  also  promote 
the  health  of  our  economy. 
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EFFECTS  OF  HEALTH  REFORM  ON  THE  FEDERAL  BUDGET  DEFICIT 

The  President's  Economic  Plan,  which  the  Congress  approved 
in  August,  will  bring  about  a  significant  reduction  in  the 
Federal  budget  deficit  —  $500  billion  from  FY  1994  to  FY  1998. 
But  we  have  not  conquered  the  deficit.     Health  reform  is 
absolutely  essential  to  further  deficit  reduction.   [Chart  1] 

The  President's  health  reform  plan  will  get  Federal  health 
expenditures  under  control,  although  it  will  take  time.    The  bulk 
of  the  savings  in  the  President's  plan  occurs  after  the  end  of 
1997,  once  the  alliances  are  fully  up  and  running. 

In  the  interim  some  Federal  expenditures  will  rise.  After 
all,  extending  coverage  to  the  uninsured  has  some  cost,  as  do  the 
new  benefits  for  Medicare  recipients  and  the  start-up  costs  of 
establishing  the  alliances.     The  President's  plan  offers  a 
responsible  means  of  financing  the  new  health  benefits  it 
provides . 

FIMAWCING  THE  HEALTH  SECURITY  ACT 

Now  I  would  like  to  turn  to  the  specific  effects  of  the 
Health  Security  Act  on  the  Federal  budget:    what  we  propose  to 
spend  on  the  new  system,  and  how  we  propose  to  finance  it. 
[Chart  2].     Let  me  make  clear  that  in  our  system  of  health 
alliances,  74%  of  total  health  insurance  spending  comes  from  the 
same  place  it  comes  from  now:     the  private  sector  —  businesses 
and  households  paying  insurance  premiums. 

The  Health  Security  Act  proposes  new  Federal  outlays  in  the 
following  5  areas: 

1.  Expanded  public  health  service  activities  and 
administrative  costs  of  the  new  system  —  $53  billion. 
Approximately  $18  billion  of  these  funds  will  be 
devoted  to  new  public  health  programs  such  as  outreach 
and  enabling  services  to  ensure  that  under served 
populations  have  access  to  the  new  system,  increasing 
funding  for  the  WIC  program,  and  enhanced  funding  for 
prevention  research  at  NIH.    This  funding  also  supports 
grants  to  states  for  alliance  start-up  costs.  Included 
in  this  segment  are  investments  to  help  the  VA  system 
make  the  transition  to  a  more  competitive  environment, 
as  well  as  funds  to  cover  the  services  of  advanced 
practice  nurses  for  Medicare  beneficiaries. 

2.  Long-term  Care  —  $62  billion. 

There  are  three  major  components  of  our  long-term  care 
initiative:   (1)  a  new  home  and  community-based  service 
program  for  the  disabled;   (2)  liberalized  spend-down 
rules  for  the  Medicaid-eligible  institutionalized;  and 
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(3)  tax  incentives  for  the  purchase  of  long-term  care 
insurance.     This  program  vill  be  phased  in  from  FY  1996 
to  FY  2002. 

3.  Medicare  drug  benefit  —  $66  billion. 

As  you  know,  nany  elderly  Americans  are  worried  about 
paying  for  prescription  drugs,  prescriptions  that  are 
needed  to  icprove  the  quality  of  their  lives,  prevent 
more  serious  illnesses  and  help  then  avoid 
hospitalization.     Cur  plan  introduces  a  prescription 
drug  benefit  under  Medicare  that  is  very  similar  to  the 
standard  benefit  package  for  all  Americans  under  65: 
$250  deductible  and  20%  coinsurance  with  a  $1000  limit 
on  out-of-pocket  spending  for  the  year.     This  means 
that  seniors  will  no  longer  have  to  worry  about 
foregoing  necessary  prescriptions  in  order  to  buy  food 
or  pay  the  rent. 

4 .  100%  Tax  Deduction  for  Self -Employed  Health  Insurance 
—  $10  billion. 

Historically,  self-employed  individuals  have  been 
penalized  by  being  unable  to  deduct  all  of  their  health 
insurance  premiur-s,  while  their  counterparts  in 
corporate  business  and  industry  have  been  able  to 
deduct  the  full  amount.     Our  proposal  will  "level  the 
playing  field,"  and  extend  full  deductibility  to  the 
self-employed.     This  issue  has  had  bipartisan  support 
for  some  time  now.     The  total  cost  of  this  benefit  is 
$10  billion  over  five  years. 

5 .  Net  new  subsidies  or  discounts  for  er.olovers  and 
households  —  $161  billion  [Chart  3". 

Premium  discounts  are  available  to  the  following  types 
of  households: 

•  Working  fariilies  with  incomes  less  than  150%  of 
poverty; 

•  Nonworking  fariilies  with  unearned  incom.es  less 
than  250%  of  poverty 

•  Nonworking  families  which  include  early 
retirees ; 

•  Self-employed  families  with  relatively  low 
incomes . 

To  share  the  cost  of  insuring  workers  equitably  across 
different  firms,  the  following  firm  level  guarantees 
are  available: 
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•  no  firm  will  pay  more  than  7.9%  of  payroll,  and 
most  will  pay  less; 

•  firms  with  fewer  than  75  employees  with  low 
average  wages  will  pay  as  little  as  3.5%, 
depending  on  their  exact  size  and  average  wage. 


Finally,  we  provide  out-of-pocket  discounts  for 
individuals  who  earn  less  than  150%  of  poverty  and  who 
do  not  have  access  to  HMOs,  to  compensate  them  for  the 
higher  expected  cost  of  f ee-f or-service  coverage. 

Our  best  estimate  of  the  discounts  was  $305  billion 
over  the  6  years  from  FY  1995  to  FY  2000.     To  be  on  the 
safe  side,  we  added  15%  (about  $44  billion)  to  this 
estimate  to  cover  possible  behavioral  changes  that  are 
difficult  to  model  directly.     Simulations  of  those 
potential  behavioral  changes  suggest  that  our  cushion 
is  more  than  adequate  to  cover  those  extra  subsidy 
costs. 

With  the  cushion,  we  estimate  the  subsidies  will  cost 
$349  billion  over  1995-2000.     This  total,  however,  is 
offset  by  $188  billion  in  other  Federal  savings,  so 
that  the  net  cost  of  the  premium  discounts  to  the 
Federal  Government  is  $161  billion,  or  $117  billion 
plus  the  $44  billion  cushion. 

The  offsets  come  from  three  sources.     First,  $28 
billion  will  be  saved  as  working  Medicare 
beneficiaries  get  employer-sponsored  insurance  and 
Medicare  becomes  a  secondary  payor  for  them.  Second, 
some  current  Medicaid  enrpllees  will  leave  the  Medicaid 
program  entirely  and  get  their  coverage  through 
regional  alliances.    This  will  result  in  $85  billion  in 
direct  Federal  savings  as  Medicaid  rolls  shrink. 
Third,  states  will  be  required  to  maintain  their 
current  financial  effort  on  the  non-cash  Medicaid 
population  in  the  form  of  payments  to  the  regional 
alliances  for  the  express  purpose  of  offsetting  the 
Federal  subsidy  liability.     $75  billion  is  the  sum  of 
these  payments  over  FY  1995  to  FY  2000.     Thus,  the  net 
cost  of  discounts  is  $161  billion. 


gources  of  funds; 


We  propose  to  pay  for  these  new  Federal  outlays  in  the 
following  6  ways  [Chart  2]: 
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1.  Reductions  in  the  rate  of  growth  in  the  Medicare 
program  —  $124  billion. 

Medicare  has  been  growing  at  a  rate  of  almost  11%  per 
year.    We  have  identified  a  set  of  28  policy  changes 
that  will  achieve  $124  billion  in  savings.  These 
policy  changes  include  reductions  in  the  payment  rates 
to  providers,  as  well  as  new  proposals  to  control 
utilization.    We  have  also  included  a  proposal  to 
income-relate  the  Part  B  premium  for  high-income 
Medicare  beneficiaries  —  singles  with  income  of 
$100,000+  and  couples  with  incomes  of  $125,000+. 

[Chart  4]    These  spending  reductions  imply  a  moderate 
decline  in  the  extremely  rapid  baseline  growth  of  the 
Medicare  program.     Our  plan  would  reduce  the  rate  of 
growth  in  Medicare  from  its  current  annual  rate  of  11% 
per  year  to  less  than  8%  by  the  end  of  the  decade  — 
even  while  adding  new  coverage  for  prescription  drugs. 

2.  Medicaid  savings  —  $65  billion. 

The  Medicaid  savings  counted  here  result  from  two 
sources.     The  Health  Security  Act  will  provide  all 
Americans  with  health  coverage,  and  therefore  it  will 
nearly  eliminate  uncompensated  care.     This  will  allow  a 
replacement  of  Medicaid  disproportionate  share  payments 
with  a  much  smaller  special  reserve  of  funding  to  be 
directed  toward  hospitals  that  treat  large  numbers  of 
low-income  people,  including  undocumented  aliens.  In 
addition,  the  growth  in  alliance  premiums  paid  by 
Medicaid  on  behalf  of  cash  recipients  will  be 
constrained  to  grow  at  the  same  rate  as  private  sector 
premiums.     This  is  feasible  because  under  our  plan. 
Medicaid  recipients  will  be  receiving  health  care 
services  in  alliance  health  plans,  like  other  Americans 
with  private  insurance. 

3.  Tobacco  tax  and  corporate  assessment  —  $89  billion. 
These  revenues  will  come  from  a  combination  of  the 
increased  tobacco  tax,  which  the  Treasury  Department 
estimates  will  raise  $65  billion  in  revenues,  and  a  1% 
of  payroll  assessment  on  the  large  corporations  that 
will  benefit  from  reduced  cost-shifting,  and  thus  lower 
health  care  costs,  in  the  new  system.  Treasury 
estimates  that  this  assessment  will  raise  $24  billion. 

4.  Savings  in  other  Federal  Programs  —  $40  billion.  As 
the  Federal  health  programs  —  Veterans'  Administration 
health.  Department  of  Defense  health.  Federal  Employees 
Health  Benefits  program,  and  the  Public  Health  Service 
—  are  integrated  into  the  reformed  health  system,  we 
expect  savings  from  lower  expected  premiums  and  new 
revenues.     For  example,  the  VA  will  receive  new  revenue 
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from  previously  uninsured  veterans,  FEHB  will  pay  lower 
premiums  for  many  of  its  workers  compared  to  today,  and 
DOD  will  share  in  premium  contributions  for  the 
employed  dependents  of  military  personnel.  These 
savings  estimates  are  not  derived  from  reductions  in 
services;  in  fact,  we  believe  that  the  services 
provided  to  these  beneficiaries  will  be  improved. 

5.  Other  Revenue  Effects  —  $86  billion. 

The  Treasury  Department  projects  that  health  reform 
will  lower  insurance  premiums  relative  to  our  baseline 
projections  and  thereby  raise  taxable  incomes  and  tax 
revenue.     Changes  in  the  tax  treatment  of  health 
insurance  will  also  lead  to  increased  revenue. 

6.  Debt  Service  —  $4  billion. 

Finally,  modest  savings  in  debt  service,  about  $4 
billion,  will  be  realized  as  the  deficit  is  reduced. 


HOW  THE  NUMBERS  WERE  DERIVED 

There  are  three  broad  types  of  estimates  underlying  the  summary 
budget  data: 

1.  Estimates  of  outlay  effects  for  existing  programs; 

2.  Estimates  of  revenue  effects; 

3.  Estimates  of  new  subsidies,  or  premium  and  out  of 
pocket  discounts. 

Standard  0MB  methods  were  used  to  determine  the  first  type 
of  estimates.     0MB  budget  examiners  worked  in  conjunction  with 
HCFA  and  SSA  actuaries,  as  well  as  agency  program  personnel,  to 
"scrub"  the  estimates  and  account  for  the  many  interactive 
effects  among  programs. 

The  Treasury  Department  estimated  the  revenue  effects  and 
the  tax-related  provisions  of  the  Medicare  savings  package,  as 
they  would  for  any  Administration  proposal. 

A  unique  interagency  process  produced  the  subsidy  estimates. 
Economists  and  actuaries  from  many  different  departments  and 
agencies  —  including  the  Health  Care  Financing  Administration, 
the  Agency  for  Health  Care  Policy  and  Research,  the  Departments 
of  Treasury  and  Labor,  the  Council  of  Economic  Advisers,  and  0MB 
—    worked  to  develop  a  consensus  on  analytical  methods.  Experts 
from  private  think  tanks  and  consulting  firms  were  also  involved. 
A  team  of  private  actuaries  and  health  economists  was  brought  in 
to  evaluate  and  make  suggestions  about  our  estimation  methods  and 
data  sources. 
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EstiBiating  a  complete  health  care  system  overhaul  is 
obviously  an  immensely  complex  task.    Reasonable  people  can 
differ  about  the  many  assumptions  that  must  be  made.     But  the 
thing  I  want  to  make  clear  is  that  our  team  consistently  tried  to 
err  on  the  side  of  conservatism. 

i 

HOW  ARE  THE  DEFICIT  SAVINGS  PROTECTED? 

We  estimate  that  the  total  new  cost  of  the  Health  Security 
Act  to  the  Federal  government  will  be  $351  billion,  and  we  will 
have  $409  billion  in  revenues  to  finance  these  new  costs.  This 
will  leave  $58  billion  in  deficit  reduction  over  the  FY  1995  to 
FY  2000  period.  We  believe  these  numbers  are  solid  —  because 
of  the  process  we  used  to  produce  them,  and  because  of  the 
safeguards  we  have  built  into  the  new  system.  Let  me  outline 
some  of  these  safeguards. 

First,  we  tried  to  be  as  conservative  and  realistic  as  we 
could  in  estimating  the  costs.     For  example,  we  asked  two 
agencies  to  estimate  the  cost  of  the  premiums  for  the 
comprehensive  benefit  package.     An  interagency  team  spent  months 
analyzing  the  estimates,  and  we  chose  to  use  the  higher  estimate 
from  HCFA.     Furthermore,  after  the  initial  estimating  was  done, 
the  agencies  spent  several  weeks  in  an  intensive  "scrubbing"  of 
all  the  niimbers  to  vet  the  assumptions  and  make  sure  we  accounted 
for  interactive  effects. 

Second,  we  have  set  targets  for  the  rate  of  premium  growth 
in  the  alliances.     If  competition  alone  does  not  keep  premium 
growth  within  the  targets,  premium  caps  will  be  triggered.  If 
the  combination  of  competitive  forces  and  premium  caps  work  as  we 
expect  they  will,  then  future  savings  will  grow,  as  the  rising 
trend  in  health  costs  is  broken. 

Third,  we  made  conservative  assumptions  about  the  speed  at 
which  states  would  come  into  the  new  system.     We  assumed  that 
states  representing  15%  of  the  population  will  come  into 
alliances  during  FY  1996;  another  25%  (for  a  total  of  40%)  will 
come  into  alliances  during  FY  1997;  and  the  remaining  60%  will  be 
phased  into  the  new  system  by  January  1,  1998.     We  believe  that 
these  assumptions  are  realistic,  and  that  they  give  the  states 
enough  time  to  get  alliances  established  and  to  learn  from  each 
other. 

Fourth,  as  I  discussed  earlier,  we  added  15%  to  the  estimate 
of  the  sxibsidy  costs  —  about  $44  billion  —  to  cover  potential 
behavioral  changes  that  are  difficult  to  model. 

Finally,  we  did  not  make  the  subsidies  an  open-ended 
entitlement  program.     We  believe  that  our  estimates  of  the 
subsidies  are  conservative  and  reasonable,  particularly  in  view 
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of  the  15%  cushion  and  the  mechanism  allowing  excess  funds  to  be 
carried  forward  and  applied  to  the  next  year's  cap.     It  is 
unlikely  that  the  caps  will  ever  be  breached.     If  there  were  a 
problem,  however,  because  of  a  severe  downturn  in  the  economy  or 
a  massive  economic  dislocation,  it  would  mean  we  had  a  serious 
situation  that  the  President  and  Congress  would  have  to  address. 
That  is  how  it  should  be. 


CONCLUSION 

Mr.  Chairman,  we  have  begun  one  of  the  most  important 
debates  in  the  history  of  this  country.     It  will  take  place  not 
only  in  the  committee  rooms  and  the  chambers  of  the  Congress  but 
in  newspapers,  in  meeting  halls,  and  over  kitchen  tables 
throughout  the  nation. 

Over  the  last  few  decades  in  this  country,  the  health  care 
issue  became  a  bigger  and  bigger  problem.     It  was  ignored  until 
it  became  a  crisis,  as  costs  for  families,  businesses,  and 
government  spiraled  out  of  control,  as  the  number  of  uninsured 
Americans  grew,  and  as  more  and  more  families  came  to  fear  the 
loss  of  their  insurance  coverage. 

Suggestions,  ideas,  and  reform  concepts  abounded,  but  until 
this  President,  nobody  presented  the  kind  of  specific, 
comprehensive,  responsible,  detailed,  paid-for  plan  that  you  now 
have  before  your  Committee. 

As  the  national  debate  proceeds,  we  expect  to  be  challenged 
on  policy;  we  expect  a  strenuous  and  far-reaching  discussion  of 
how  best  to  achieve  the  goal  of  comprehensive  health  care  reform. 
The  Administration  does  not  pretend  to  possess  divine  wisdom  on 
this  issue.    We  welcome  alternative  proposals  and  views. 

However,  when  other  plans  are  presented,  we  hope  they  will 
be  subjected  to  the  same  kind  of  rigorous  analysis  to  which  we 
have  subjected  this  plan.    We  hope  you  will  insist  that  their 
numbers  have  been  thoroughly  examined  and  analyzed.     That  way,  we 
can  all  be  sure  that  this  is  a  discussion  over  policies  and 
issues,  not  numbers  and  statistics. 

The  American  people  deserve  that  kind  of  debate  as  we 
address  an  issue  that  will  directly  affect  every  one  of  them 
every  day  of  their  lives. 
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Mr.  Waxman.  Thank  you  very  much,  Dr.  Rivlin,  for  extensive  tes- 
timony explaining  this  fundamental  part  of  the  proposal.  Today  the 
House  is  scheduled  to  vote  on  the  Penny-Kasich  amendment  which 
would  reduce  Medicare  outlays  by  over  $40  billion  over  the  next  5 
years  and  lower  the  caps  on  discretionary  spending  by  $53  billion 
over  the  next  5  years. 

On  Friday,  the  President  sent  a  letter  to  the  House  and  Senate 
leadership  urging  that  the  amendment  be  defeated  because  among 
other  things  it  claims  over  $40  billion  of  the  potential  Medicare 
savings  needed  for  any  serious  health  care  plan. 

This  morning  in  a  Washington  Op  Ed,  Secretary  Shalala  made 
the  point  that  "absent  systemwide  reform,  there  is  a  good  chance 
that  the  Penny-Kasich  Medicare  savings  would  be  illusory  and 
would  simply  be  swallowed  up  by  continuing  double-digit  inflation 
and  medical  costs." 

Dr.  Rivlin,  the  President's  plan  relies  on  $124  billion  in  Medicare 
savings  to  help  finance  universal  coverage  and  long  overdue  Medi- 
care prescription  drug  benefits.  If  we  enact  the  Penny-Kasich  Medi- 
care cuts,  where  will  we  find  the  $40  billion  to  replace  this  lost  fi- 
nancing? 

Ms.  Rivlin.  I  don't  know,  Mr.  Chairman.  That  is  the  problem.  I 
think  we  need  the  savings  including  the  ones  that  are  detailed  in 
Penny-Kasich,  many  of  which  are  the  same,  as  Congressman  Mc- 
Millan, I  pointed  out  earlier,  as  the  ones  we  are  proposing.  But  we 
need  those  to  finance  health  care  reform. 

It  doesn't  make  sense  to  do  this  and  then  decide  whether  we  are 
going  to  have  health  care  reform.  It  should  all  be  part  of  a  package. 
We  should  look  at  the  whole  health  care  system  and  decide  what 
to  do. 

There  can  be  significant  savings  in  Medicare  and  Medicaid  we 
believe,  but  they  should  be  part  of  a  entire  effort  to  reform  the 
health  care  system. 

Mr.  Waxman.  One  of  our  panelists  later  this  morning  Dr. 
Wilensky,  has  been  critical  of  the  financing  of  the  President's  plan. 
She  characterized  it  as  "tooth  fairy"  financing.  In  a  recently  pub- 
lished article,  she  argues  **We  systematically  underestimate  future 
expenditures,  particularly  those  associated  with  new  programs,  and 
we  systematically  overestimate  savings,  particularly  when  they  are 
associated  with  cuts  from  ongoing  programs." 

Dr.  Rivlin,  you  served  for  8  years  as  the  Director  of  CBO.  You 
are  now  managing  estimates  for  0MB.  Do  you  think  you  have  un- 
derestimated future  expenditures  and  do  you  think  you  have  over- 
estimated savings? 

Ms.  Rivlin.  No,  I  don't.  I  share  Dr.  Wilensk/s  nervousness  be- 
cause the  past  record  is  not  very  encouraging.  Early  estimates  for 
Medicare  and  Medicaid,  there  was  consistently  underestimated  of 
the  cost  of  those  programs.  But  I  think  we  have  worked  very  hard 
not  to  repeat  those  mistakes. 

We  have  tried  to  be  very  conservative  in  our  estimates  and  we 
are  proposing  ways  of  controlling  the  costs.  When  you  look  at  what 
was  estimated  under  Medicare  and  Medicaid,  you  see  that  there 
were  no  cost  controls.  The  government  was  adding  to  the  demand 
for  medical  care  without  putting  in  place  any  changes  in  incentives 
or  new  ways  of  controlling  the  cost. 
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So  we  have  tried  to  change.  We  put  forward  a  plan  that  would 
change  the  market  incentives  in  a  significant  number  of  ways  and 
that  also  makes  very  conservative  estimates  of  the  impact  of  those 
changes  on  health  care  growth. 

Now,  we  could  have  underestimated,  we  could  have  overesti- 
mated but  we  have  done  the  best  we  could  to  avoid  the  mistakes 
of  the  past. 

Mr.  Waxman.  Most  Americans  will  be  trying  to  figure  out  what 
the  President's  plan  means  to  their  family  budgets  and  most  busi- 
nesses will  be  trying  to  figure  out  what  it  means  for  their  bottom 
lines.  Obviously  there  is  a  lot  of  inequity  in  the  way  we  finance 
health  care  today. 

Some  people  are  choosing  not  to  insure  while  others  are  paying 
the  cost  for  caring  for  these  free  riders.  Many  more  simply  can't  af- 
ford to  find  coverage.  Under  any  universal  coverage  plan,  those 
who  have  chosen  not  to  buy  coverage  will  necessarily  end  up  pay- 
ing more. 

As  the  President  said  in  his  address  to  the  Congress  exactly  2 
months  ago,  no  one  should  think  he  is  going  to  get  a  free  ride;  they 
have  to  pay  for  it.  My  question  is,  can  you  tell  us,  under  the  Presi- 
dent's financing  proposals,  how  many  families  will  pay  more  and 
get  less  coverage  than  they  currently  have?  How  many  will  get 
more  coverage  than  they  now  have  or  will  pay  the  same  or  less, 
and  what  can  you  tell  us  about  each  group? 

Ms.  RiVLlN.  When  you  look  at  those  who  now  have  insurance 
through  their  employers,  that  is  most  people,  but  not  everybody 
and  have  tried  to  analyze  how  that  group  would  be  impacted  by 
this  plan.  When  you  look  at  the  insurance  premiums  that  they 
would  pay  and  the  change  in  their  out-of-pocket  costs,  we  believe 
that  about  70  percent  would  pay  the  same  or  less.  About  30  percent 
would  pay  more,  although  many  of  those  people  would  get  better 
benefits.  They  have  plans  now  which  are  inferior  to  the  standard 
benefit  package. 

Mr.  Waxman.  Thank  you. 

Mr.  Bliley? 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

I  ask  unanimous  consent  to  distribute  two  charts. 

Mr.  Waxman.  Without  objection. 

[The  charts  follow:] 
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Mr.  Bliley.  Dr.  Rivlin,  the  administration  health  care  proposal 
will  have  the  Federal  Government  reallocating  hundreds  of  billions  ij 
of  dollars  or  approximately  14  percent  of  the  economy.  If  allowed  I 
to  do  so  off  budget,  Congress  and  the  public  will  be  deprived  of  an 
essential  measurement  of  the  fiscal  and  economic  impact  of  these 
policy  decisions.  This  is  a  critical  issue  because  the  administra- 
tion's reform  proposal  calls  the  employers  payroll  tax  a  non-Federal  I 
private  transaction.  | 

Although  universal  coverage  is  popular,  taxes  are  not.  I  am  fully 
aware  of  that.  But  I  strongly  disagree  when  legislation  invokes  the 
sovereign  power  of  the  government  to  compel  the  payment  of  funds 
defines  a  class  of  beneficiaries,  guarantees  specific  benefits  and  es- 
tablishes a  Federal  regulatory  apparatus,  that  legislation  has  ere-  I 
ated  a  Federal  activity  financed  by  a  Federal  tax.  Rather  than  de- 
bating semantics  fortunately  in  this  instance  we  have  a  model  to 
go  by. 

Last  year  Senator  Rockefeller  introduced  the  United  Coal  Miner  | 
Orphan  Retiree  Health  Benefit  Plan  and  it  is  almost  identical  in 
my  opinion  in  its  structure  to  the  administration  plan.  First  it  said 
to  all  the  coal  operators,  "you  must  contribute  a  fixed  amount  of 
money  into  this  benefit  program." 

It  defined  the  beneficiaries  and  it  defined  the  benefits  and  gave 
the  Secretary  of  HHS  the  right  to  index  this  contribution,  which 
they  called  a  private  transaction.  However  CRS,  0MB  and  CBO 
scored  this  as  a  tax.  They  said  just  what  I  said  before— when  you 
use  the  sovereign  power  of  the  government  to  compel  the  payment 
of  a  fee  for  a  specific  purpose  defining  benefits  for  the  miners,  de- 
fining what  they  were,  that  is  a  tax  and  it  is  on  page  1153  of  the 
annex  to  the  1994  budget.  Now  would  you  please  comment — ^my 
question  is,  how  can  the  employer  payroll  tax  in  the  President's 
plan  not  be  included  in  the  Federal  budget  as  a  tax? 

Dr.  Rivlin,  please  limit  your  comments  to  this  example  and  not 
the  Federal  minimum  wage,  which  is  not  analogous. 

Thank  you. 

Ms.  Rivlin.  I  think  we  all  have  the  same  objective  here.  We 
would  like  the  public  to  be  able  to  see  exactly  what  is  going  on,  and 
to  show  in  the  Federal  budget,  if  this  bill  were  passed,  what  was 
being  paid  and  by  whom,  and  what  the  money  was  going  for.  And 
we  thought:  What  is  this  like?  It  is  not  really  like  anything  we 
have  in  the  Federal  budget  right  now. 

We  have  a  number  of  entities  which  are  displayed  in  various 
ways  in  the  Federal  budget-like  government  sponsored  enterprises. 
But  this  is  not  exactly  like  that. 

Mr.  Bliley.  Has  it  differed  from  the  coal  miner  fund? 

Ms.  Rivlin.  What  we  are  proposing  is  a  much  more  comprehen- 
sive restructuring  of  the  whole  health  care  system.  The  alliances 
are  not  created  by  the  Federal  Government,  and  they  are  created 
by  States. 

Mr.  Bliley.  But  are  the  States  creating  them  on  a  mandate  from 
the  Federal  Government  in  this  bill? 

Ms.  Rivlin.  Yes,  but  that  is  a  different  kind  of  thing.  They  are 
allowed  to  create  them.  They  don't  have  to  create  them.  They  can 
go  to  single-payer.  But  I  think  the  question  is:  How  do  you  show 
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this  in  the  Federal  budget?  It  doesn't  make  sense  to  say  we  will 
show  some  parts  here  and  some  parts  there. 

We  would  like  to  display  how  much  is  paid  in  premiums,  and 
where  it  goes.  And  we  are  working  out  ways  of  doing  that. 

I  don't  think  it  is  analogous  to  anything  that  goes  on  in  the  Fed- 
eral budget  right  now.  And  therefore,  we  have  to  create  a  new  way 
of  displaying  it. 

Mr.  Bliley.  Dr.  Rivlin,  isn't  the  bottom  line  you  know  there  is 
not  enough  money  in  there  to  finance  these  alliances,  and  by  tak- 
ing it  off  budget,  you  are  allowing  the  alliances  to  go  back  and 
raise  the  premium  without  coming  back  to  the  Congress? 

Ms.  Rivlin.  No.  We  are  not  saying  that  the  Federal  Government 
is  going  to  finance  the  alliances.  Most  of  the  alliance  revenue  will 
come  from  employers.  I  don't  even  follow  what  you  are  saying 
there.  They  will  not  be  allowed  to  raise  the  premium.  The  pre- 
miums are  capped.  We  hope  that  they  will  go  down,  actually. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  I  apologize  for  going 
over. 

Mr.  Waxman.  Mr.  Wyden. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  I  have  great  respect  for  you  and  all  that  you  have  con- 
tributed in  this  budget  discussion  for  these  many  years.  But  I  must 
tell  you,  I  think  the  administration  is  making  a  big  mistake  in 
terms  of  glossing  over  the  private  sector  draw  in  financing  the  sys- 
tem. 

Look,  for  example,  at  your  testimony  on  page  6.  We  have  got  six 
specific  items  on  the  funds,  all  about,  you  know,  the  government's 
role,  and  basically  the  private  sector's  role  in  all  this  just  gets  a 
sentence.  It  says,  74  percent  of  the  money  comes  from  the  private 
sector. 

I  am  curious,  just  so  we  can  start  this  discussion  with  respect  to 
the  private  sector,  because  it  is  clear  they  are  doing  the  heavy  lift- 
ing, do  you  all  anticipate  that  74  percent  of  the  new  system's  fund- 
ing is  going  to  come  from  the  private  sector? 

Ms.  Rivlin.  We  are  sajdng  that  74  percent  of— let  me  look  

Mr.  Wyden.  That  is  today's  system.  Today,  the  private  sector 
puts  up  74  percent  of  the  money.  Under  the  new  system,  will  the 
private  sector  put  up  74  percent? 

Ms.  Rivlin.  I  don't  know  exactly  what  the  number  will  be,  but 
it  will  be  very  substantial.  We  are  not  shifting  a  major  portion  of 
the  health  care  funding  to  the  government. 

Mr.  Wyden.  Then  let  us  talk  about  who  is  going  to  be  directly 
paying  for  health  coverage  in  the  private  sector  after  the  mandate 
that  wasn't  paying  directly  before  the  mandate. 

Ms.  Rivlin.  Right. 

Mr.  Wyden.  Who  are  those  people? 

Ms.  Rivlin.  They  are  firms  and  their  employees  who  do  not  now 
offer  insurance  or  who  offer  insurance  that  is  inferior  to  the  stand- 
ard benefit  package  that  will  be  mandated.  That  is  a  significant 
number  of  firms,  mostly  smaller  firms.  They  will  be  paying  more, 
and  their  employees  will  be  contributing  as  well.  Those  costs  will 
be  made  more  affordable  by  the  government  subsidies.  But  there 
is  no  question  that  there  will  be  some  increased  cost. 
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Mr.  Wyden.  How  much  money  will  these  new  participants  in  the 
health  insurance  risk  pool  be  contributing? 

Ms.  RiVLlN.  I  don't  know  exactly.  We  can  provide  that. 

Mr.  Wyden.  Dr.  Rivlin,  these  are  the  gut  questions.  You  are  a 
specialist  in  the  distributable  effects  of  these  kinds  of  key  economic 
issues.  And  we  have  got  to  have  these  numbers.  I  mean,  I  want  to 
continue  

Ms.  Rivlin.  I  am  not  withholding  anything.  I  was  asked  to  talk 
about  the  Federal  budget  impact  today  and  I  don't  have  all  the  in- 
formation with  me.  But  we  are  certainly  eager  to  provide  it. 

Mr.  Wyden.  I  think  today's  discussion  is  on  financing,  and  the 
fact  is  that  the  bulk  of  the  money  comes  from  the  private  sector. 
Tell  us  then,  if  you  would,  the  30  percent  who  are  going  to  pay 
more,  how  much  more  are  they  going  to  pay? 

Ms.  RlVLEsr.  That  depends  on  what  their  situation  is  now.  Some 
of  them  have  insurance  that  is  not  as  good  as  what  they  will  be 
getting,  but  they  will  be  paying  somewhat  more.  Some  of  them  pay 
more  because  of  community  rating.  They  are  the  young  and 
healthy.  We  are  all  for  community  rating  because  it  helps  people 
who  are  disadvantaged  by  the  current  system.  Under  community 
rating,  some  will  pay  more;  the  young  and  healthy. 

Mr.  Wyden.  Who  will  pay  less  under  the  administration's  bill 
and  how  much  less  are  they  going  to  pay? 

Ms.  Rivlin.  Those  who  will  be  paying  less  are  those  who  have 
insurance  now  which  costs  more  than  the  administration's  plan 
would  cost.  As  we  control  the  increases  in  cost,  those  companies 
and  employees  will  benefit  very  significantly. 

Mr.  Wyden.  I  would  only  say  again  that  when  we  talk  about  who 
is  going  to  win  and  who  is  going  to  lose,  we  need  a  better  descrip- 
tion of  who  we  are  talking  about,  because  this  is  what  our  constitu- 
ents are  asking  us  at  home.  And  when  the  administration  comes 
in  and  devotes  most  of  the  time  to  government  financing  and  then 
puts  a  sentence  in,  74  percent  of  it  is  in  the  private  sector,  that 
is  not  going  to  be  responsive  to  those  of  us  who  feel  that  the  Presi- 
dent's heart  is  in  the  right  place,  wants  to  do  the  right  thing,  but 
with  the  administration  not  giving  us  a  straight  assessment  in 
terms  of  the  numbers,  we  don't  have  what  we  need  to  answer  our 
constituents. 

Ms.  RrvLlN.  Mr.  Wyden,  I  don't  think  there  is  an3rthing 
unstraight  about  this.  There  are  many  aspects  of  this  plan.  If  you 
ask  the  Deputy  Director  of  the  Office  of  Management  and  Budget 
to  talk  about  the  budget  aspects,  that  is  what  you  get.  If  you  ask 
a  different  set  of  questions,  we  will  be  happy  to  answer  those. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden.  Mr.  McMillan. 

Mr.  McMillan.  Thank  you.  I  would  like  to  compliment  the  gen- 
tleman from  Oregon  for  his  line  of  questioning.  I  think  it  is  right 
on  target.  Ms.  Rivlin,  I  think  the  reason  is  there  is  no  way  you  can 
estimate  what  the  government  subsidies  are  going  to  be,  since  they 
are  interrelated  with  the  level  of  mandates,  and  a  definition  of  the 
magnitude  of  that  problem. 

So  the  impact  on  the  Federal  budget  is  very  much  dependent  on 
what  your  assumptions  are  with  respect  to  the  mandates  out  there 
and  who  is  going  to  pay  more  and  who  is  going  to  pay  less.  I  think 
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you  know  that.  I  think  you  have  got  assumptions  about  that.  All 
we  are  saying  is  we  would  like  to  see  them. 

Ms.  RiVLiN.  I  am  saying  we  would  be  happy  to  provide  them. 

Mr.  McMillan.  Thank  you.  When? 

Ms.  RiVLlN.  As  soon  as  we  can.  We  finished  up^  

Mr.  McMillan.  How  about  before  lunch? 

Ms.  RiVLlN.  Let  me  just  say  that  I  don't  think  the  members  of 
the  committee  really  understand  how  hard  it  is  to  get  all  these 
numbers  together.  We  finished  this  bill  on  Friday.  And  it  meant  a 
lot  of  recalculations.  It  is  now  Monday  morning,  and  we  are  work- 
ing very  hard,  through  weekends,  to  get  this  all  pinned  down.  And 
you  act  like  we  have  somehow  been  bad  children. 

Mr.  McMillan.  Maybe  that  is  the  problem  with  government,  it 
designs  the  programs  and  then  decides  what  they  are  going  to  cost. 
If  they  did  it  the  other  way  around,  maybe  we  would  be  better  off. 

Ms.  RiVLlN.  This  is  only  a  question  of  getting  a  complicated  set 
of  calculations  written  down  in  a  form  in  which  we  can  transmit 
them  to  you.  And  that  is  not  an  instant  possibility. 

[The  following  information  was  received:] 

It  is  important  to  remember  that  most  workers  receive  health  insurance  through 
their  employers  today.  Many  employers  that  are  currently  providing  insurance  will 
find  their  per  worker  payment  falling,  partly  from  our  msurance  market  reforms 
(e.g.,  community  rating,  lower  administrative  loads)  and  partly  fi'om  our  method  of 
computing  employer  obligations.  Some  will  find  their  per  worker  payment  rising.  On 
baJance  thougn,  we  are  confident  that  the  average  business  will  pay  a  smaller  per- 
centage of  payroll  than  it  does  now,  and  considerably  smaller  tnan  it  would  have 
paid  by  the  end  of  the  decade  if  no  reform  was  enacted. 

Before  explaining  how  our  models  investigated  the  various  effects  of  our  particu- 
lar employer  mandate,  let  me  make  clear  exactly  how  an  employer's  per  worker  obli- 
gation is  computed  through  an  example.  Suppose  the  actuarial  value  of  the  two 
adult  family  premium  is  $4,400.  The  household  is  responsible  for  20  percent,  or 
$880.  This  leaves  $3,520  for  the  employer's  share.  If  the  policy  were  purchased 
todav  with  a  20/80  split,  the  firm  would  pay  $3,520  for  each  married  worker  with 
children.  Since  most  employers  pay  more  man  80  percent  today,  they  would  on  aver- 
age pay  more  than  $3,520  today. 

The  Health  Security  Act  finances  our  employer  mandate  by  spreading  the  cost  of 
the  employer  share  across  all  employers  in  tne  following  way.  Suppose  that,  on  aver- 
age, 50  percent  of  all  two  adult  families  have  both  spouses  working.  Then  with  1.5 
workers  for  each  two  adult  family  policy  that  needs  to  be  paid  for,  precisely  enough 
money  will  be  raised  in  total  if  each  employer  pays  $3,520/1.5  =  $2,347  on  behalf 
of  each  worker  in  a  two  adult  family.  Note,  this  amount  is  considerably  lower  than 
80  percent  of  the  actuarial  value  of  the  two  adult  family  policy.  This  is  why  so  many 
firms  that  are  currently  providing  insurance  to  their  workers  gain  under  our  plan. 
Some  of  these  lower  insurance  costs  are  presumed  to  be  passed  on  in  the  form  of 
higher  wages,  especially  over  time.  Since  most  workers  are  currently  insured 
through  their  jobs,  the  aggregate  wage  gain  is  larger  than  the  aggregate  wage  loss 
experienced  by  workers  in  firms  that  do  not  currently  ofTer  insurance.  This  is  why 
the  Treasury  Department  found  net  revenue  gains  from  the  mandate,  increasing  in 
size  as  the  savings  fi'om  our  other  reforms  take  greater  hold  later  in  the  decade. 

Turning  specifically  to  the  assumptions  in  our  models,  I  enclose  the  document 
that  describes  the  models  and  our  premium  and  subsidy  estimation  in  detail,  "Meth- 
odology Description  of  Health  Care  Reform  Premium  and  Discount  Estimates."  I  will 
highhght  the  features  of  our  models  most  relevant  to  the  employer  mandate. 

1.  From  nationally  representative  surveys  (the  Current  Population  Survey  and  the 
National  Medical  Expenditure  Survey),  we  know  the  family  status,  employment  sta- 
tus, size  of  emplover,  industry,  occupation.  State  of  residence,  and  earnings  of  each 
worker.  We  also  know  how  much  the  family  unit  spent  on  health  care  in  total  in 
the  past,  including  premiums  and  out-of-pocket  payments. 

2.  From  these  and  other  surveys  (e.g.,  one  conducted  by  the  Health  Insurance  As- 
sociation of  America),  we  know  how  much  health  insurance  premiums  cost  and  how 
the  cost  is  split  between  employer  and  employee.  County  Business  Patterns  data 
and  a  proprietary  data  set  from  a  major  consulting  firm  gave  us  estimates  of  the 
average  wage  for  each  type  of  firm  (by  firm  size,  industry,  region,  etc). 
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3.  From  our  eligibility  rules  and  policy  choices,  we  know  (and  alliances  can  accu- 
rately estimate)  now  many  households  or  health  insurance  units  (e.g.,  two  adult 
families,  one  adult  families,  etc.)  will  be  in  the  alliance,  and  how  many  workers 
there  are,  on  average,  in  each  household  unit.  This,  combined  with  our  premium  es- 
timates, allows  us  to  compute  the  per  worker  obligation  for  each  family  status  type. 

4.  Computer  algorithms  then  "run"  every  worker  in  our  survey  through  the  moael, 
comparing  what  the  firm  is  paying  today  with  what  the  obligation  would  be  under 
reform.  Itecall  that  no  firm  is  presumed  to  pay  more  than  7.9  percent  of  payroll, 
which  we  estimate  fi*om  our  knowledge  of  average  wage  and  niunber  of  employees. 
Small,  low  wage  firms  are  obligated  to  pay  an  even  smaller  share  of  payroll,  as  low 
as  3.5  percent  m  some  cases. 

5.  Our  behavioral  assumptions  about  this  are  fairly  minimal.  We  assume  that 
firms  will  want  to  minimize  their  own  payment,  always  choosing  the  lowest  cost  op- 
tion of  meeting  their  obligation.  We  assume  that  workers  will  want  to  maintain  the 
actuarial  value  of  today's  nealth  insurance  poUcy,  and  that  they  are  willing  to  spend 
money  (in  foregone  wages)  to  do  so  in  the  event  that  their  current  policy  is  more 
generous  (in  terms  of  cost-sharing  or  covered  services)  than  our  comprehensive  ben- 
efit package.  We  assume  that  firms  will  keep  some  of  the  savings  fi'om  reduced 
health  insurance  pavments  per  worker  in  the  form  of  profits,  and  share  some  sav- 
ings in  the  form  of  nigher  wages  and  greater  employment.  Conversely,  we  also  as- 
sume that  those  firms  which  do  not  now  offer  insurance  will  finance  some  of  their 
increased  payments  with  lower  profits  and  some  with  lower  wages  and  reduced  em- 
ployment. 

Our  best  estimate,  supported  by  the  analyses  of  some  very  prominent  economists, 
is  that  the  net  effect  of  our  mandate  on  jobs  is  likely  to  be  very  small.  Consequently, 
for  the  purposes  of  calculating  subsidies,  we  assumed  no  net  job  loss  or  creation, 
even  though  Treasury's  finding  of  a  substantial  tax  revenue  gain  would  suggest  that 
the  net  employment  impact  is  likely  to  be  somewhat  positive.  The  great  bulk  of  the 
effect  of  the  mandate  is  thus  presumed  to  flow  through  wages.  The  net  wage  gain 
grows  through  time  as  managed  competition  constrains  premium  growth  relative  to 
baseline. 

Mr.  McMillan.  While  we  are  on  the  issue  of  candor,  I  think 
while  I  was  out  of  the  room,  you  may  have  addressed  yourself  to 
the  deficit  rescission  package  that  we  are  going  to  be  debating  in 
a  little  while.  As  best  I  can  determine  from  your  numbers,  the  ad- 
ministration's health  care  proposal  includes  at  least  $20  billion  of 
the  $35  billion  in  Medicare  adjustments  that  are  included  in  the 
Penny-Kasich  package. 

There  may  be  more  because,  basically,  the  effects  on  Medicare 
parts  A  and  B  are  essentially  the  same,  in  the  neighborhood  of  $11 
billion.  The  lab  copayments  are  essentially  the  same,  at  $7  million. 

The  home  health  care  is  where  there  is  a  question,  and  there  is 
a  significant  savings  by  requiring  20  percent  co-pay,  which  doesn't 
amount  to  a  lot  of  money  when  you  really  break  it  down  to  an  indi- 
vidual person,  but  it  does  make  a  lot  of  difference  in  the  Federal 
budget. 

I  would  like  to  ask  just  one  question  with  respect  to  that,  be- 
cause you  will  make  the  argument  that  you  need  to  save  these  sav- 
ings so  that  you  can  use  them  elsewhere.  My  argument  is  with  a 
$58  billion  deficit  reduction  proposed  in  your  plan,  we  are  not  using 
up  any  savings,  we  are  just  using  the  same  ones  a  little  earlier. 

But  while  we  are  on  that  subject,  you  do  add  two  things.  You  add 
long  term  care,  which  is  billed  as  a  Medicare  benefit,  but  the  way 
you  described  long-term  care,  it  didn't  sound  like  a  Medicare  bene- 
fit. 

Ms.  RiVLiN.  It  is  not  a  Medicare  benefit. 
Mr.  McMillan.  It  is. 
Ms.  RiVLiN.  It  is  not. 

Mr.  McMillan.  But  that  is  the  way  you  are  describing  it.  That 
is  not  candor.  You  are  describing  a  savings  for  Medicare  when  you 
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are  going  to  spend  them  on  the  disabled.  And  with  respect  to  phar- 
maceuticals, you  said  that  you  require  20  percent  co-pay  on  phar- 
maceuticals, yet  you  are  putting  out  information  about  20  percent 
co-pay  on  home  health  care  as  if  that  were  a  State  mandate. 

Is  the  20  percent  co-pay  on  pharmaceuticals  not  a  mandate? 

Ms.  RiVLiN.  I  am  sorry.  A  copayment  is  a  copayment. 

Mr.  McMillan.  Not  the  way  the  administration  is  attacking  the 
proposal  in  the  Penny-Kasich  plan.  Well,  let's  move  on. 

Mr.  Waxman.  If  the  gentleman  will  yield,  that  is  because  of  the 
Penny-iCasich  proposal,  there  is  a  hold  harmless  for  the  co-pay  of 
100  percent  of  poverty  and  below,  and  specific  provisions  saying  the 
States  will  pick  that  up  as  part  of  the  Medicaid  program. 

Mr.  McMillan.  That  is  the  way  it  has  been  interpreted.  It  didn't 
specifically  say  that.  But  I  can  make  that  same  assumption  about 
most  of  the  $124  billion  or  $65  billion.  It  is  full  of  mandates  to  the 
States. 

So  I  think  it  is  disingenuous  to  be  critical  of  this  plan.  If  I  were 
the  President,  I  would  say,  gosh,  they  are  doing  90  percent  of  what 
we  have  been  proposing  anyway.  I  think  I  will  just  embrace  it. 

Ms.  Rivlin.  There  is  no  question  there  is  very  significant  overlap 
between  what  we  are  proposing  for  Medicare  and  Medicaid  and 
what  Penny-Kasich  includes.  That  is  the  point.  We  believe  that 
these  savings  ought  to  be  considered  in  the  context  of  the  whole 
health  reform  plan,  and  ought  to  be  dedicated  to  health  reform. 

Mr.  McMillan.  I  would  do  that,  but  a  savings  is  a  savings,  and 
all  these  funds  are  fungible,  as  your  proposal  so  amply  dem- 
onstrates. So  simply  moving  them  forward  only  means  that  portion 
of  those  savings  in  the  months  intervening  between  the  enactment 
of  this  rescission  package  and  the  enactment  of  the  health  care  re- 
form bill  would  be  the  difference.  And  that  may  be  $2  billion.  So 
to  bill  it  as  gutting  your  plan  or  damaging  the  economy  is  disingen- 
uous. 

Ms.  Rivlin.  We  don't  know  whether  health  care  reform  will  pass 
or  exactly  what  form  it  will  take.  But  we  believe  the  Medicare  and 
Medicaid  savings  should  be  part  of  that  discussion.  They  shouldn't 
come  out  ahead  of  it.  There  may  be  trade-offs  that  we  need  to  make 
between  the  different  parts  of  the  bill. 

The  Penny-Kasich  amendment,  as  I  understand  it,  would  not 
make  them  available  for  offsets  in  the  health  reform  bill. 

Mr.  McMillan.  But  then  you  make  other  savings  and  you  raise 
the  $100  billion  worth  of  taxes  which  can  be  refunded  into  these — 
whatever  your  proposed  increase  in  Medicare.  They  don't  match  up. 
You  have  already  said  your  Medicare  savings  on  long-term  care, 
which  are  being  sold  as  a  trade-off  to  the  senior  citizens  are  not 
in  fact  a  trade-off  to  senior  citizens.  They  are  going  to  be  refunded 
to  another  section  of  the  budget. 

Mr.  Waxman.  The  gentleman's  time  has  expired. 

Mr.  Roland. 

Mr.  Roland.  Thank  you,  Ms.  Rivlin.  It  is  nice  to  see  you  again. 
Let  me  ask  you  a  very  basic  question.  The  reason  the  Federal  Gov- 
ernment has  a  deficit  is  because  it  spends  more  money  than  it 
takes  in. 

Ms.  Rivlin.  That  is  fair  enough. 
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Mr.  Roland.  Let  me  ask  you  about  how  Medicare  contributes  to 
our  budget  deficit  problem.  Part  A  of  Medicare  is  funded  by  payroll 
tax;  correct? 

Ms.  RiVLiN.  Yes. 

Mr.  Roland.  Part  B  of  Medicare,  25  percent  is  funded  by  pre- 
mium, 75  percent  comes  out  of  the  general  fund.  Is  that  correct? 
Ms,  RiVLlN.  Yes,  approximately. 

Mr.  Roland.  Of  course,  there  is  interest  that  is  paid  to  this  trust 
fund  which  may  also  say  that  money  is  comang  out  of  the  Federal 
Treasury  which  would  contribute  as  well  to  the  deficit.  But  it  is  not 
clear  to  me  why,  when  a  pajn-oll  tax  is  paying  for  part  A,  which 
is  the  largest  part,  about  $38  billion  of  $132  billion  that  we  had 
last  year  in  Medicare  comes  from  part  B,  and  25  percent  of  that 
is  a  premium. 

Why  is  it  that  we  are  saying  that  Medicare  is  contributing  to 
such  a  large  extent  to  our  budget  deficit  problem? 

Ms.  RiVLlN.  I  don't  believe  that  I  said  that  Medicare  part  A  was 
currently  contributing  to  the  deficit.  As  one  looks  ahead,  one  could 
worry  about  part  A,  because  the  currently  projected  payroll  tax  is 
not  sufficient  to  cover  the  estimated  increase  in  the  costs. 

The  costs  of  Medicare  and  Medicaid  and  everything  else  are  con- 
tributing to  the  rise  in  Federal  spending,  but  Medicare  part  A,  by 
itself,  is  not  

Mr.  RoLA>ro.  Which  is  the  largest  part  of  the  Medicare  program, 
right? 
Ms.  RiVLlN.  Right. 

Mr.  Roland.  You  would  concede  that  part  A  is  not  contributing 
to  Federal  deficit  now  because  it  is  funded  by  payroll  tax;  is  that 
right? 

Ms.  RiVLiN.  It  is  not  contributing  now,  but  if  we  don't  slow  down 
the  growth  in  cost,  we  will  need  a  big  increase  in  the  payroll  tax 
or  some  other  source  of  funding.  So  it  is  a  problem.  It  may  not  be 
a  current  contributor  to  the  deficit,  but  it  is  a  contributor  to  the 
long-range  deficit  problem. 

Mr.  Roland.  Let  me  ask  you  this,  going  to  what  Mr.  Bliley  was 
going  to  a  little  moment  ago.  If  we  really  don't  know  exactly  what 
the  government  expenditures  are  going  to  be  in  the  President's 
plan,  I  note  that  you  said  in  your  testimony,  14  percent  of  your 
Gross  Domestic  Product  goes  to  health  care  and  by  the  end  of  the 
decade,  we  could  be  spending  an  almost  unthinkable  19  percent  of 
Gross  Domestic  Product  on  health  care. 

Since  you  are  going  to  be  using  some  savings  in  Medicare  to  fi- 
nance the  President's  plan,  would  you  explain  to  me  how  it  is  going 
to  hold  down  as  a  percentage  of  Gross  Domestic  Product  in  the 
President's  plan? 

Ms.  Rivlin.  The  main  reason  we  think  that  total  health  care 
costs  as  a  percent  of  the  Gross  Domestic  Product  will  not  rise  as 
rapidly  under  the  market  restructuring  that  I  have  described,  that 
the  cost  of  health  care  in  general  will  not  be  rising  as  rapidly.  The 
decrease  in  the  growth  rate  will  result  from  the  incentives  to  use 
low  cost  plans  and  to  hold  down  the  cost  generally. 

Mr.  Roland.  Do  you  really  believe  we  are  going  to  be  able  to 
hold  down  the  cost  of  providing  these  services  by  the  mechanisms 
that  have  been  put  in  place? 
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Ms.  RiVLlN.  I  do.  I  believe  we  can  slow  the  increase.  I  don't  think 
anybody  thinks  we  are  going  to  turn  it  around.  I  do  not  believe  we 
will  ever  see  health  care  costs  below  14  percent  or  even  15  or  16 
in  the  United  States.  But  I  think  we  can  slow  the  rate  of  increase 
so  that  it  stops  rising  and  levels  off. 

Mr.  Roland.  Do  you  believe  that  to  do  this  purely  as  a  govern- 
ment mechanism  is  going  to  really  be  successful  when  one  consid- 
ers the  increasing  cost  of  care  because  of  an  aging  population  and 
the  technology  that  we  have  now,  and  do  you  think  that  we  will 
be  able  to  address  biomedical/ethical  problems  that  contribute  a 
great  deal  to  the  cost  of  care? 

I  think  we  have  to  look  at  this  in  the  entire  context  and  not  just 
from  a  particular  standpoint. 

Ms.  RrvLlN.  So  do  I.  You  have  named  reasons  why  it  is  urgent 
that  we  get  the  health  care  system  reformed  and  change  the  incen- 
tives so  we  are  not  wasting  resources.  We  and  other  advanced  na- 
tions are  up  against  a  very  serious  problem.  We  have  an  aging  pop- 
ulation and  we  have  rapidly  increasing  technology  that  makes  it 
possible  to  do  things  that  medical  care  couldn't  do  before. 

So  health  care  costs  are  rising  for  a  lot  of  reasons.  But  we  don't 
need  to  use  these  resources  inefficiently,  and  to  have  unnecessary 
increases  in  health  care  costs.  That  is  what  this  plan  tries  to  ad- 
dress. 

Mr.  Roland.  Thank  you,  Mr.  Chairman. 
Mr.  Waxman.  Thank  you,  Mr.  Roland. 
Mr.  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  I  would  like  to  discuss  the  Federal  Unemployment 
Tax  Act  [FUTA],  which  imposes,  in  statute  a  Federal  payroll  tax 
on  employers.  The  manner  in  which  this  tax  works  is  of  interest 
because  FUTA  gives  the  States  the  right  to  set  up  and  run  their 
own  State  unemployment  insurance  funds. 

If  the  State  unemplojnnent  insurance  fund  meets  the  Federal 
statutory  requirements,  employer  tax  contributions  to  the  State 
fund  can  be  taken  as  almost  a  total  credit  against  the  employers' 
Federal  obligation;  in  other  words,  the  employer  pays  the  tax  to  the 
State  rather  than  to  the  Federal  Government.  That  obligation  is  a 
Federal  obligation. 

This  is  of  interest  because  this  funding  mechanism  is  very  simi- 
lar to  the  President's  health  care  reform  proposal.  The  President 
sets  up  a  mandatory  Federal  obligation  on  employers  to  contribute 
up  to  a  7.9  percent  payroll  tax  to  alliances  which  will  flow  to  State 
agencies  or  State  chartered  entities. 

With  the  FUTA  tax,  there  also  is  a  mandatory  Federal  obligation 
on  employers  which  can  be  satisfied  by  payments  to  State  unem- 
ployment insurance  funds. 

State  unemployment  insurance  funds  are  listed  in  the  Federal 
budget  as  Federal  revenues  and  outlays.  If  you  turn  to  page  788 
of  the  appendix  to  the  Budget  of  the  U.S.  Government,  fiscal  year 
1994,  you  see  that  all  50  State  employment  insurance  accounts  are 
on  budget.  All  of  the  State  tax  moneys  are  shown  on  the  Federal 
budget  as  revenues  and  all  expenditures  are  shown  as  Federal  out- 
lays. 
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Why  is  this  so?  It  is  so,  I  believe,  because  the  activity  is  defined 
as  a  mandatory  obligation  under  Federal  law. 

Dr.  Rivlin,  if  State  emplojnnent  trust  funds  are  listed  on  the  Fed- 
eral budget  because  of  the  Federal  FUTA  tax  mandate,  does  it  logi- 
cally follow  that  the  President's  7.9  percent  payroll  tax  and  alliance 
health  care  expenditures  which  will  be  mandated  in  Federal  law 
should  also  be  on  budget? 

Ms.  Rivlin.  I  think  it  is  important  that  all  of  the  activities  that 
come  under  these  new  alliances  be  shown  somewhere  in  the  Fed- 
eral budget.  It  is  more  complicated  than  FUTA.  The  alliances 
would  get  revenues  from  employers,  from  employees  who  have  a 
choice  of  plans,  where  it  is  not  mandated  that  they  take  a  particu- 
lar one,  and  from  the  Federal  subsidies.  We  ought  to  show  all  of 
that  in  great  detail  in  the  Federal  budget:  where  that  money  comes 
from  and  where  it  goes. 

I  don't  think  it  makes  sense  to  pull  out  a  particular  piece  of  it. 
It  ought  all  to  be  there  together,  so  that  we  can  all  see  it. 

Mr.  Greenwood.  If  I  may  interrupt  you,  you  have  made  one  dis- 
tinction between  these  two  payroll  taxes.  The  distinction  you  have 
made  is  that  the  health  insurance  reform  proposal  is  more  com- 
plicated and  involves  certain  other  contributions. 

But  conceptually,  what  is  the  concept  that  divides  the  FUTA  tax 
that  causes  it  to  be  appropriate  for  it  to  be  on  budget,  the  health 
care  payroll  tax  to  be  off  budget?  What  is  the  concept  we  use  in 
general  to  make  that  distinction? 

Ms.  Rivlin.  I  think  it  is  the  way  it  gets  computed  or  the  way  it 
actually  happens.  The  amount  that  employers  will  pay  will  depend 
on  a  set  of  negotiations  between  the  alliance  and  health  plans. 
These  will  differ  in  different  parts  of  the  country.  And  employers 
will  pay  80  percent  of  the  average  for  their  region.  But  you  can't 
tell  in  advance  what  that  is  going  to  be. 

It  is  going  to  depend  on  negotiation  between  the  alliance  and  the 
health  plans.  And  it  will  depend  on  what  people  choose.  So  this  is 
a  structured  market  for  health  care  which  will  produce  a  set  of  pre- 
miums which  employers  do  have  to  pay,  and  there  can  be  different 
ones  in  different  places. 

But  they  will  pay  80  percent  of  the  average  for  their  region.  But 
in  addition  to  

Mr.  Greenwood.  Let  me  interrupt  you  again,  because  my  time 
is  so  limited.  Let's  not  talk  about  FUTA  and  health  reform.  Let's 
just  talk  about  a  Federal  mandate  A  that  requires  employers  to 
make  contributions  and  mandate  B  that  requires  the  same.  Just 
tell  me  what  the  conceptual  framework  is  that  lets  us  know,  on  this 
issue  and  future  issues,  when  it  needs  to  be  on  budget  and  when 
it  needs  to  be  off  budget. 

Ms.  Rivlin.  I  think  that  really  has  to  be  a  decision  made  at  the 
time  any  particular  system  is  set  up.  We  have  not  done  this  kind 
of  thing  before.  It  is  somewhat,  but  not  very  analogous,  to  a  gov- 
ernment sponsored  enterprise.  It  is  somewhat,  but  not  completely 
analogous,  to  other  kinds  of  mandates  that  don't  appear  on  the 
Federal  budget.  One  example  is  the  mandate  to  provide  handi- 
capped access.  It  is  much  smaller,  but  it  is  a  real  cost  for  univer- 
sities, for  instance,  and  because  of  its  detailed  requirements. 
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But  those  costs  we  don't  put  in  the  budget.  So  I  think  it  depends 
on  what  kind  of  an  animal  we  are  dealing  with.  This  one  is  a  new 
kind  and  we  think  it  should  be  displayed  in  a  new  way. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you. 

Mr.  Kreidler? 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman.  One  of  the  issues  that 
has  been  raised  here  is  the  funding  of  health  care  reform.  And  the 
chairman's  questions  about  the  Penny-Kasich  amendment  and  tak- 
ing the  Medicare  money  out  of  what  would  be  used  to  fund  health 
care  reform. 

If  I  understand  correctly,  there  are  members  who  are  objecting 
to  effectively  saying  that  the  proposed  reductions  in  Medicare  and 
Medicaid  are  concerns  to  them  right  now,  who  think  we  could  take 
those  cuts  right  now  with  Penny-Kasich,  and  then  potentially  come 
back  and  add  revenue  later  on  if  it  was  necessary  for  health  care 
reform. 

If  I  understand  them  correctly,  I  think  that  is  what  thev  are  say- 
ing. I  think  one  of  the  possibilities  here  would  certainly  be  to  look 
to  a  much  heavier  tax  on  tobacco  products.  And  I  guess  I  would  be 
interested  if  there  would  be  support — let's  say  Penny-Kasich  were 
to  pass,  Medicare/Medicaid  money  was  not  available,  would  the  ad- 
ministration be  disposed  toward  a  heavier  increase  in  tobacco  prod- 
ucts tax  in  order  to  fund  health  care  reform? 

Ms.  RiVLiN.  I  don't  know.  That  is  not  a  decision  that  I  could 
make.  We  would  clearly  have  to  look  at  lots  of  options.  When  we 
came  out  with  the  current  proposal  for  a  tobacco  tax,  various  op- 
tions were  considered,  and  that  one  was  chosen. 

Mr.  Kreidler.  I  might,  in  my  own  way,  encourage  the  adminis- 
tration to  seriously  consider  that  there  was  a  tax  rollback  initiative 
in  Washington  State  that  was  heavily  funded  by  the  tobacco  indus- 
try to  try  to  roll  back  tax  increases  on  their  products,  and  the  inter- 
esting part  was  that  even  the  people  in  favor  of  a  tax  rollback  said, 
go  ahead  and  raise  tobacco  taxes  even  higher  than  they  were  and 
certainly  don't  try  to  hold  them  back. 

That  rollback  initiative,  by  the  way,  lost.  So  I  just  pass  that 
along. 

Ms.  RrvLlN.  Tobacco  taxes  seem  to  be  one  of  the  few  popular 
taxes,  except  of  course  with  heavy  smokers  and  tobacco  companies. 

Mr.  Kreidler.  Very  true.  Also,  critics  of  the  President's  proposal 
have  complained  that  we  cannot  reduce  the  rate  of  increase  in 
health  care  costs  as  dramatically  as  we  would  like  to.  Do  you  have 
any  estimate  of  the  additional  cost  to  the  Federal  Government  of 
adding  1  percentage  point  to  the  permitted  rate  of  increase  in  the 
premium  target  for  each  year? 

Ms.  RiVLlN.  Not  with  me,  but  that  would  be  easy  to  calculate.  We 
can  certainly  provide  that. 

Mr.  Kreidler.  I  would  be  interested  in  taking  a  look  at  those 
numbers.  Thank  you  very  much. 

[The  information  follows:] 

We  intend  to  gauge  the  sensitivity  of  the  premium  targets  as  well  as  other  aspects 
of  the  Health  Security  Act.  To  date,  however,  our  modelers  and  actuaries  have  been 
so  busy  documenting  the  work  they  have  done  in  estimating  the  various  components 
of  the  Act,  as  well  as  preparing  for  the  re-estimation  of  baselines,  and  other  tasks 
necessary  for  the  submission  of  the  President's  budget  consistent  with  the  new  eco- 
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nomics,  they  have  not  had  time  to  consider  this  formally.  I  can  assure  you  we  will 
request  it  and  we  will  provide  the  outcome  to  you,  but  I  cannot  promise  a  definitive 
result  before  January. 

Mr.  Wyden  [presiding].  The  gentleman  from  Ohio. 

Mr.  Brown.  Thank  you,  Mr.  Chairman.  In  following  up  on  that — 
and  I  have  questions  about  a  couple  of  other  things — ^what  was  the 
process  of  considering  any  kind  of  beer  or  alcohol  tax  and  rejecting 
it?  Because  obviously  some  of  the  same  issues  operate  with  tobacco 
tax  as  with  an  alcohol  tax. 

Why  was  that  rejected? 

Ms.  RiVLlN.  We  did  consider  it.  We  did  talk  about  it,  and  it  was 
the  judgment  of  the  President  to  stick  with  the  tobacco  tax.  But  it 
would  certainly  be  within  the  purview  of  the  Congress  to  reopen 
that  question. 

Mr.  Brown.  That  was  a  very  direct  answer.  I  already  knew  that. 
What  were — ^why  was  it  rejected,  other  than  the  decision  of  the 
President?  Can  you  make  us  privy  to  any  of  the  discussions? 

Ms.  RiVLlN.  No,  I  really  can't.  The  politics  are  very  different,  as 
we  discussed  a  minute  ago.  There  is  very  little  concerted  opposition 
to  increases  in  tobacco  taxes.  There  would  be  much  broader  concern 
about  increases  in  alcohol  taxes,  particularly  beer  and  wine. 

Mr.  Brown.  Let  me  shift  to  some  questions  about  the  early  re- 
tiree program  as  proposed  by  the  President.  How  do  we  justify  the 
shift  of  responsibility  for  those — ^for  retiree  premium  payments 
from  large  companies  and  unions  in  a  sense,  but  from  large  compa- 
nies, to  the  government  at  a  time  when  we  are  struggling  so  much 
with  larger  and  larger  budget  cuts?  Why  was  that  decision  made? 
How  do  we  justify  that? 

Ms.  RiVLlN.  There  are  some  companies  with  a  very  heavy  burden 
of  commitr^onts  to  early  retirees.  And  that  was  thought  to  be  a  se- 
rious pre  xem  for  those  companies  and  for  some  industries.  The 
shift  is  a  contribution  that  the  government  could  make  to  easing 
those  burdens. 

Mr.  Brown.  How  do  I  answer  a  small  businessperson  or  any 
voter  in  my  district  who  would  have  heard  you  say  that  statement 
when  you  say  there  are  companies  who  have  large  obligations,  it 
is  not  anybody  on  the  committee's  fault  or  anybody  else's  fault  that 
those  companies  for  whatever  reason  have  those  large  obligations. 

How  do  we  shift  this  welfare  program — ^that  is  the  wrong  term- — 
why  do  we  shift  this  program  to  taxpayers  when  companies  have 
chosen  to  bear  them  for  whatever  reasons?  How  do  we  go  home  and 
sell  that? 

Ms.  RiVLlN.  Well,  I  think  one  has  to  look  at  the  impact  of  those 
costs  on  the  companies  and  on  what  might  happen  if  the  govern- 
ment didn't  help. 

Mr.  Brown.  What  assumptions  have  you  made,  if  you  can  share 
a  little  bit  with  us.  Dr.  Rivlin,  about  the  costs  of  that  program? 
What  do  you  expect  it  to  cost?  What  kind  of  underlying  assump- 
tions have  you  made  to  calculate  that? 

Ms.  Rivlin.  Let  me  buck  that  one  to  Mr.  Thorpe  who  is  going  to 
be  your  next  witness,  for  a  more  specific  answer,  if  I  may. 

Mr.  Brown.  I  yield  my  time  back.  Thank  you,  Mr.  Chairman. 

Mr.  Wyden.  I  thank  my  colleague. 
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Dr.  Rivlin,  let  me— I  would  be  happy  to  recognize  the  gentleman 
from  North  Carolina. 

Mr.  McMillan.  I  guess  the  debate  has  been  held  one  too  many 
times  on  tobacco.  There  is  a  law  of  diminishing  returns.  I  think  at 
some  point  it  produces  less  revenue.  But  I  would  suggest  that  if  the 
gentlemen  are  really  serious,  they  do  one  of  two  things.  One  would 
be  to  establish  a  national  tobacco  lottery,  we  will  take  all  the  reve- 
nue, which  is  done  in  other  countries — not  lottery,  but  monopoly, 
which  is  done  in  many  countries,  Mexico  or  others,  or  ban  ciga- 
rettes, tobacco.  Then  we  could  have  to  go  get  that  revenue  from 
someone  else.  That  seems  to  be  where  they  are  headed. 

But  I  wanted  to  focus  a  little  bit  on  a  different  aspect.  I  have 
asked  this  question  before  to  other  witnesses,  and  I  would  like  to 
ask  it  of  you,  Dr.  Rivlin,  because  I  think  it  does  relate  to  this  dif- 
ficulty we  are  having  in  defining  the  credibility  of  the  amount  of 
subsidy  without  knowing  what  the  total  commitment  is  in  terms  of 
mandates  on  others. 

Suppose  on  July  the  1st,  of  the  first  year  of  implementation  of 
the  plan,  and  you  are,  let's  say,  the  Secretary  of  the  Treasury,  you 
get  a  call  telling  you  that  the  Federal  Grovemment  has  reached  its 
capped  amount  of  Federal  alliance  pa3mients  for  subsidies  for  the 
year,  and  Congress  has  categorically  refused  to  raise  the  caps.  You 
might  have  a  situation  somewhat  like  the  S&L  problem. 

And  you  are  told  that  although  the  Federal  Government  owes  an 
alliance  $10  million  in  subsidies  for  low-income  families  and  small 
business,  that  you  cannot  send  the  money  because  of  the  capped 
entitlement  fund  having  reached  its  limit  for  the  year. 

Now,  when  you  get  into  that  position,  what  does  the  director  of 
the  regional  health  care  alliance  do? 

Ms.  Rivlin.  I  think  if  we  ever  got  to  that  situation,  which  I  don't 
think  we  would,  the  alliance  would  have  to  make  do  with  less 
money.  But  that  is  a  little  bit  like  saying,  what  would  have  hap- 
pened if  we  had  not  changed  the  social  security  law  in  1983,  and 
the  Secretary  had  not  been  able  to  send  out  the  checks.  I  don't 
think  that  is  going  to  happen. 

We  put  into  the  law  a  mechanism  for  alerting  the  Congress  in 
advance  when  there  are  estimates  that  the  money  is  insufficient. 
Then,  the  Congress  has  to  look  at  the  whole  situation  and  decide 
what  to  do. 

Mr.  McMillan.  But  you  have  got  a  seven-person  board  and  a 
questionable  system  to  get  you  there.  You  have  got  a  seven-person 
board  that  is  fixing  the  price,  the  overall  price  per  capita.  Then  you 
are  relying  upon  what  you  say  is  competition  to  bringing  costs 
down.  But  you  are  doing  things  to  diminish  that  competition. 

I  think  you  are  creating  a  situation  in  which  inevitably  the  exec- 
utive of  a  State  alliance  is  going  to  be  in  that  position. 

Ms.  Rivlin.  Oh,  I  don't  agree.  I  think  we  are  creating  conditions 
under  which  competition  can  work,  and  in  which  consumers  have 
a  substantial  financial  incentive  to  move  to  lower  cost  plans.  If  they 
don't,  we  are  capping  the  rate  of  growth  of  premiums.  So  all  of 
those  things  safeguard  the  system  against  running  out  of  money. 

Mr.  McMillan.  And  I  have  run  out  of  time.  Thank  you. 

Mr.  Wyden.  I  thank  my  colleague. 
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Dr.  Rivlin,  let  me  stay  with  activities  in  the  private  sector  for  a 
moment.  Again,  as  somebody  who  feels  that  the  President  and  Mrs. 
Clinton  are  headed  in  the  right  direction,  I  want  it  understood  that 
I  just  feel  very  strongly  that  I  and  others  are  going  to  have  to  see 
some  of  the  distributional  effects  of  what  is  going  on  in  the  private 
sector.  And  I  look  forward  

Ms.  Rivlin.  I  think  so  too,  and  we  will  talk  about  those. 

Mr.  Wyden.  Let  me  ask  you  about  something  else.  I  am  certain 
you  all  have  studied  the  private  sector,  and  that  is  there  has  been 
the  discussion  of  negatives  of  what  goes  on  in  the  private  sector. 
But  I  gather  you  all  have  also  looked  to  some  of  the  quantifiable 
positive  effects  on  employers  and  employees  as  a  result  of  the  cost 
containment  effort  and  the  private  sector  focus. 

Could  you  take  us  through  that,  just  briefly? 

Ms.  Rivlin.  Yes.  We  believe  that  especially  over  time,  as  the 
costs  rise  less  rapidly,  that  most  employers  will  find  themselves 
paying  less  than  they  would  otherwise  have  paid.  Now,  what  does 
that  mean  for  companies?  It  means  they  either  have  more  profits 
or,  more  likely,  they  begin  paying  higher  wages,  because  most 
economists  think  that  the  effect  of  higher  fringe  benefits  like  health 
care  costs  is  lower  cash  wages. 

And  when  it  is  less  costly  to  provide  those  benefits,  I  think  wages 
will  be  competed  up. 

Mr.  Wyden.  I  would  urge  you  all  to  share  that  distributional 
analysis  as  well,  because  that  would  be  my  sense,  is  that  a  strong 
cost  containment  strategy  in  the  private  sector,  apart  from  what 
all — ^what  we  have  heard  on  the  negative  side  has  been,  we  clearly 
have  positive  effects  on  the  private  sector  as  well. 

And  to  the  extent  you  all  can  share  that  with  us  quickly  

Ms.  Rivlin.  I  think  that  is  definitely  right,  and  that  underlies 
the  estimates  of  what  I  believe  on  the  chart  we  called  "Other  Reve- 
nue Effects."  Some  of  that  will  show  up,  whether  it  is  increased 
profits  or  increased  wages,  in  increased  Federal  revenues. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden. 

We  have  had  a  second  round  by  Mr.  McMillan  and  Mr.  Wyden. 
I  am  going  to  forego  a  second  round,  because  I  know  Dr.  Rivlin  has 
a  meeting. 

Do  any  members  have  more  questions  they  want  to  ask? 
Mr.  Greenwood. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  I  would  like  you  to  turn  to  page  978  of  the  Health  Se- 
curity Act.  Please  look  at  section  6002-C.  Section  C  provides  the 
update  for  the  average  national  per  capita  spending  for  the  years 
1994  through  1996.  During  these  3  years,  there  is  no  premium  cap, 
global  budget,  nor  other  price  controls. 

Consequently,  health  care  spending  will  increase  at  the  level  de- 
termined by  the  market.  Over  the  last  5  years,  that  rate  has  been 
approximately  10  percent  annually.  Compounded  for  the  years  be- 
tween 1994  and  1996,  that  would  give  us  a  cumulative  update  of 
roughly  33  percent  by  the  year  1996. 

Consequently,  actual  spending  should  increase  by  33  percent 
over  this  time  frame.  Now,  let  me  read  lines  11  and  12  on  page 
979.  "The  total  cumulative  update  under  this  subsection  shall  not 
exceed  15  percent." 
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Now,  what  is  going  on  here?  Let  me  try  to  explain  this.  Simply- 
put,  instead  of  using  actual  expenditures  for  the  calculation  of  the 
baseline  per  capita  amount  for  the  initiation  of  the  act,  the  bill  is 
mandating  an  across-the-board  reduction  in  the  baseline. 

In  the  real  world,  expenditures  will  have  increased  by  33  percent 
over  the  1994  to  1996  period.  In  the  world  of  this  bill,  expenditures 
are  allowed  to  increase  only  15  percent  over  this  time  frame.  This 
is  a  huge  differences  since  these  percentages  would  be  applied  to 
over  $600  to  $700  billion.  This  could  lead  to  a  reduction  in  the 
baseline  per  capita  amount  which  is  the  foundation  of  the  premium 
cap  of  approximately  $100  to  $150  billion. 

This  is  confirmed  by  the  chief  actuary  in  HCFA  who  stated,  "The 
actuarily  determined  premiums  for  the  first  year  of  reform,  1996, 
are  reduced  by  nearly  25  percent  by  the  global  budget.  The  associ- 
ated Federal  subsidies  are  reduced  by  more  than  40  percent  by  the 
impact  of  the  global  budget." 

In  your  book,  "Reviving  the  American  Dream,"  you  state  that  one 
of  your  assumptions  when  analyzing  policy  is,  "a  bias  against 
magic  wands  and  painless  solutions.  Everybody  looks  for  ways  to 
accomplish  goals  without  effort." 

Wouldn't  you  characterize  this  as  a  magic  wand?  These  two  lines 
of  legislation,  which  constitute  only  11  words,  are  single-handedly 
generating  the  vast  majority  of  the  bill's  up-front  savings.  I  would 
like  your  comment  on  that. 

Ms.  RiVLlN.  No,  I  wouldn't  characterize  it  as  a  magic  wand.  You 
have  thrown  a  lot  of  numbers  around,  but  I  would  like  to  sit  down 
with  you  and  go  through  that.  I  don't  think  the  33  percent  is  an 
accurate  interpretation.  But  I  think  

Mr.  Greenwood.  Why  is  that? 

Ms.  RiVLlN.  We  need  to  go  through  it  line  by  line  and  see  if  we 

can't  

Mr.  Greenwood.  Tell  me  why  

Ms.  RiVLiN  [continuing].  Come  to  a  mutual  understanding  

Mr.  Greenwood.  Tell  me  why  the  33  percent  is  unrealistic. 

Ms.  RiVLlN.  Just  because  it  is  not  going  to  be  unrestrained  dur- 
ing this  period,  with  the  assumptions  of  the  plan  in  place. 

Mr.  Greenwood.  And  the  restraints,  what  would  the  new  re- 
straints be? 

Ms.  Rivlin.  Well  

Mr.  Greenwood.  There  will  be  new  restraints.  Which  restraints 
will  they  be? 

Ms.  Rivlin.  We  believe  that  competitive  forces  will  hold  this  rate 
of  increase  down,  and  that  we  are  

Mr.  Greenwood.  These  are  new  competitive  forces  that  don't 
exist  today? 

Ms.  Rivlin.  Yes. 

Mr.  Greenwood.  And  which  are  they? 

Ms.  Rivlin.  Absolutely.  We  are  changing  the  incentives  a  great 
deal.  Right  now,  hardly  anybody  has  an  incentive  to  hold  down  the 
cost  of  health  care. 

Mr.  Greenwood.  You  are  telling  us  today  that  in  the  years  1994 
through  1996,  new  competitive  market  forces  created  by  the  pas- 
sage of  this  bill  will  more  than  cut  in  half  our  anticipated  rate  of 
growth  in  health  care  costs? 
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Ms.  RiVLiN.  I  want  to  sit  down  with  you  and  go  through  this  cal- 
culation, because  I  have  not  heard  this  before  and  I  don't  know  ex- 
actly what  you  are  talking  about.  So  I  think  we  should  sit  down 
and  go  through  it  in  more  detail. 

Mr.  Greenwood.  Indeed,  I  think  we  sho\ild.  Thank  you. 

[The  following  information  was  received:] 

You  asked  a  very  specific  question  about  the  application  of  our  premium  caps  in 
the  form  of  our  "update  factor"  limit  in  the  early  stages  of  our  reform.  The  intention 
of  the  "update  factor"  is  simply  to  eictend  the  baseline  for  2  years  to  provide  an  up- 
dated baseline  for  future  cost  containment.  The  "update  factor"  is  not  intended  to 
accomplish  any  cost  containment  until  the  premium  caps  become  effective  beginning 
in  1996. 

As  you  noted,  the  draft  bill  extended  the  baseline  for  3  years,  including  1996.  It 
was  never  intended  to  include  1996,  and  H.R.  3600  does  not  include  1996  in  this 
provision.  The  effect  of  this  change  reflects  the  original  policy,  which  was  simply  to 
update  the  baseline  number,  not  to  impose  cost  containment  in  the  interim  years. 

The  "update  factor"  in  the  bill  is  intended  to  reflect  the  most  accurate  projection 
of  health  care  spending  for  1994  and  1995.  Obviously  this  projection  will  vary  based 
on  our  estimates  of  future  health  care  spending.  While  it  is  important  that  the  legis- 
lation contain  a  specific  number  as  an  update  factor,  we  need  to  make  this  numoer 
as  accurate  as  we  can.  Our  current  estimate  of  private  health  care  spending  in- 
crease for  the  2  years  is  19.4  percent,  and  our  cost  and  savings  projections  reflect 
this  figiire.  H.R.  3600  should  reflect  19.4  percent  as  well. 

Mr.  Waxman.  Thank  you,  Mr.  Greenwood. 

Do  any  other  members  want  to  ask  other  questions? 

Mr.  Cooper? 

Mr.  Cooper.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  ask  Ms.  Rivlin,  it  is  my  understanding  there 
is  an  administration  document  that  indicates  exactly  how  competi- 
tion has  a  chance  of  achieving  the  budget  targets  without  the  impo- 
sition of  premium  caps.  I  would  hope  that  you  could  share  that  doc- 
ument with  the  committee  so  that  we  could  have  a  better  under- 
standing of  how  the  premium  caps  are  in  fact  a  backstop,  to  use 
administration  terminology,  even  though  they  seem  to  click  in  in 
the  very  first  year  of  operation. 

Do  you  have  at  your  fingertips  any  preliminary  indication  

Ms.  Rivlin.  I  don't  have  such  a  document.  We  are  very  happy  to 
share  the  evidence  on  which  we  are  rel3dng  with  you,  which  is  basi- 
cally the  managed  competition  literature  with  which  you  are  very 
familiar.  There  is  considerable  evidence  that  managed  competition 
can  slow  the  rate  of  growth  of  costs. 

Mr.  Cooper.  Since  you  are  a  former  CBO  director,  can  you  pre- 
dict for  us  whether  CBO  will  agree? 

Ms.  Rivlin.  No,  I  can't. 

Mr.  Cooper.  Maybe  I  better  stop  there.  I  appreciate  it,  Mr. 
Chairman. 
[The  following  information  was  received:] 

This  very  good  question  cuts  to  the  heart  of  a  rather  subtle  feature  of  our  plan, 
but  one  we  think  makes  a  lot  of  sense.  The  caps  do  indeed  "click  in"  in  the  very 
first  year,  but  the  "shock"  is  not  likely  to  be  as  great  as  one  might  imagine.  The 
lower  trajectory  of  target  premium  growth  does  start  the  first  year,  but  the  health 
plans  in  a  particular  State  don't  have  to  hit  the  target  until  the  first  year  their  alli- 
ance is  up  and  running.  This  means  that  they  could  continue  with  basehne  growth 
until  forming  their  alliance.  Of  course,  in  anticipation  of  the  incentives  for  cost-effec- 
tive care  that  managed  competition  will  provide,  we  expect  most  successful  plans 
to  form  networks  and  reorganize  their  case-management  systems  in  such  a  way  that 
there  will  be  savings  against  the  baseline  almost  immediately.  It  is  precisely  this 
anticipato^  reorganization  that  makes  us  think  the  caps  will  be  backstops  even  in 
year  one.  Plans  will  have  the  leverage  necessary  to  renegotiate  contracts  with  pro- 
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viders,  unlike  the  case  today,  because  providers  will  also  face  a  competitive  and  un- 
certain future  just  over  the  horizon. 

In  addition,  the  longer  a  State  waits  to  form  alliances,  the  farther  the  "drop"  from 
baseline  to  the  target  trajectory  its  plans  will  have  to  make.  This  increasingly  in- 
tense incentive  should  generate  political  pressure  within  a  State  and  encourage 
more  States  to  form  alliances  sooner  rather  than  later. 

Mr.  Waxman.  Dr.  Rivlin,  we  thank  you  very  much  for  your  time 
with  us.  You  have  been  very,  very  helpful  to  us  in  helping  under- 
stand the  financing  and  how  all  this  fits  together.  We  thank  you 
for  being  here. 

We  have  a  vote  on  the  House  Floor.  I  think  there  may  be  two 
votes.  I  think  we  should  recess  and  come  back  at  1:15  p.m.  So  we 
will  reconvene  here  at  1:15  p.m. 

[Brief  recess.] 

Mr.  Waxman.  The  meeting  of  the  subcommittee  will  come  to 
order. 

Our  next  witness  is  Kenneth  Thorpe,  Deputy  Assistant  Secretary 
for  Health  Policy.  Dr.  Thorpe  supervised  the  development  of  esti- 
mates for  the  President's  health  reform  proposal.  Prior  to  joining 
the  Department  of  Health  and  Human  Services  he  held  faculty  po- 
sitions at  Harvard  University,  Columbia  University  and  the  Uni- 
versity of  North  Carolina. 

Dr.  Thorpe  most  recently  appeared  before  this  subcommittee  on 
November  8th  at  our  hearing  on  the  cost  containment  features  of 
the  President's  plan. 

Dr.  Thorpe,  we  want  to  welcome  you  back  to  our  subcommittee. 
You  did  such  a  good  job  we  wanted  you  back  for  another  perform- 
ance. If  you  do  another  good  job  today  we  will  want  you  back  again. 
We  are  going  to  make  your  prepared  statement  part  of  the  record 
in  full.  We  would  like  to  ask  you  to  limit  your  oral  presentation  to 
5  minutes. 

STATEMENT  OF  KENNETH  THORPE,  DEPUTY  ASSISTANT  SEC- 
RETARY FOR  PLANNING  AND  EVALUATION,  DEPARTMENT 
OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Thorpe.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
back  with  you  today. 

I  am  pleased  to  have  the  opportunity  to  discuss  with  you  the 
process  by  which  the  financing  and  premiums  underlying  the  Presi- 
dent's health  care  reform  proposal  were  modeled. 

Estimates  of  premium  costs,  national  health  spending  and  gov- 
ernment program  costs  under  health  care  reform  have  been  nec- 
essary in  the  decisions  leading  to  a  health  care  reform  bill.  During 
the  policy  development  process,  exploration  of  alternative  policies 
required  estimates  of  the  cost  impacts  of  each  possible  variation. 
Specific  areas  included  analyses  of  premium  caps,  the  impacts  on 
businesses  of  mandated  employer  payments,  the  effects  on  house- 
holds of  mandatory  purchase  of  coverage,  and  the  budgetary  effects 
of  discount  schedules. 

The  development  of  estimates  of  this  type  is  obviously  a  complex 
task.  Numerous  data  sources  offer  information  on  current  spending 
for  medical  services  by  a  variety  of  payers  and  for  a  wide  range  of 
population  subgroups.  However,  there  is  no  single  data  set  which 
captures  all  spending  for  all  services  through  all  sources  of  funding. 
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One  of  our  major  tasks  has  been  to  develop  an  estimated  cost  of 
providing  our  comprehensive  set  of  health  care  benefits  to  the  en- 
tire population  eligible  for  coverage.  This  includes  the  uninsured, 
those  getting  coverage  through  small  businesses,  large  businesses, 
those  who  directly  purchase  insurance,  the  Medicaid  population 
and  individuals  who  during  the  year  are  uninsured  and  who  often- 
times have  health  insurance  from  any  of  the  sources  that  I  have 
mentioned  above.  Developing  such  an  estimate  requires  data  rep- 
resenting the  entire  population.  The  starting  point  for  our  esti- 
mates is  the  1987  National  Medical  Expenditure  Survey.  The  Na- 
tional Medical  Expenditure  Survey  offers  the  best  characterization 
of  national  spending. 

In  addition  to  the  NMES,  we  have  relied  on  the  National  Health 
Accounts,  the  best  available  data  on  total  national  spending  by 
type  and  source  of  service.  Our  approach  to  estimating  premiums 
could  differ  from  estimates  produced  by  health  insurers  and  other 
benefit  consultants.  Our  starting  point  is  to  develop  a  premium  es- 
timate for  all  Americans  under  reform.  That  is  why  one  needs  to 
use  a  nationally  representative  set  of  data. 

In  contrast,  other  premium  estimates  of  our  package  will  rely  on 
a  different  starting  point:  their  own  claims  experience  with  their 
clients.  Using  these  approaches  one  could  generate  literally  hun- 
dreds of  different  premium  estimates,  one  from  each  existing 
health  insurance  company  and  employee  benefit  consulting  firm. 
Each  would  develop  a  different  premium  estimate  based  on  the 
special  characteristics  of  the  population  they  insure. 

As  a  result,  these  approaches,  while  providing  consistent  esti- 
mates of  their  own  population,  would  not  produce  a  nationally  rep- 
resentative estimate  of  the  cost  of  providing  our  package  to  all  eli- 
gible Americans. 

I  would  like  to  spend  a  few  minutes  talking  about  the  specifics 
of  how  we  arrived  at  our  premium  estimates.  I  have  much  more  de- 
tail on  the  methodology  in  my  written  statement. 

First  the  process.  We  had  two  agencies  independently  develop 
premium  estimates,  the  Health  Care  Financing  Adniinistration  Of- 
fice of  the  Actuary,  and  the  Agency  for  Health  Care  Policy  and  Re- 
search, both  within  the  Department  of  Health  and  Human  Serv- 
ices. Both  sets  of  estimates  were  reviewed  by  an  outside  auditing 
group  of  consulting  actuaries  and  presidents  of  private  actuari^ 
consulting  firms.  These  firms  primarily  were  interested  in  looking 
at  our  approach  and  methodology  deriving  these  estimates.  We 
ended  up  using  the  HCFA  estimates  in  our  costs  largely  because 
they  were  higher,  and  we  thought,  therefore,  more  conservative. 

Data.  Primarily,  we  used  three  sorts  of  data  in  our  estimates. 
First,  the  Current  Population  Survey;  second  the  National  Medical 
Expenditure  Survey;  third,  and  perhaps  most  importantly,  the  Na- 
tional Health  Accounts  data. 

Let  me  briefly  describe  these  in  five  or  six  steps  that  we  under- 
took. 

First,  we  calculated  the  expenditures  for  individuals  and  families 
under  the  current  system.  The  trick  is  to  make  sure  that  one  has 
a  data  set  in  the  way  of  estimating  that  this  is  nationally  rep- 
resentative of  all  populations  at  issue.  For  the  currently  uninsured 
this  was  accomplished  through  statistically  matching  the  unin- 
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sured  to  the  currently  insured  having  similar  sociodemographic 
characteristics. 

Second,  determination  of  whether  individuals  and  families  were 
in  regional  alliances  or  in  corporate  alliances.  We  developed  sepa- 
rate premium  estimates  for  each.  The  premium  estimates  that  you 
see  in  front  of  you  are  those  that  exist  for  individuals  receiving  cov- 
erage through  the  regional  alliances  including  individuals  who 
work  for  firms  under  5,000. 

To  assure  conservative  estimates  of  our  discounts  all  family  units 
in  which  one  full-time  worker  was  employed  in  a  large  firm  and 
one  full-time  worker  in  a  small  firm  were  each  assigned  to  the  re- 
gional alliance. 

A  third  step:  We  adjusted  our  expenditures  to  reflect  the  benefits 
covered  in  the  comprehensive  benefit  package,  and  we  looked  at  10 
classes  of  expenditures.  We  adjusted  these  for  deductibles,  coinsur- 
ance and  cost-sharing  limits.  In  addition,  individuals  were  matched 
to  make  sure  that  we  come  up  with  the  most  consistent  estimates 
based  on  their  health  status,  age,  gender,  disability  status,  income 
and  insurance. 

Fourth,  we  adjusted  expenditures  for  higher  demand  for  people 
who  are  currently  uninsured  due  to  the  fact  that  they  now  receive 
insurance.  We  matched  these  individuals  according  to  the  charac- 
teristics that  I  just  talked  about. 

Fifth,  we  reduced  the  premiums  to  reflect  the  Act's  elimination 
of  cost  shifting  from  the  uninsured  by  eliminating  uncompen- 
sated— ^by  virtually  eliminating  uncompensated  care  from  the  pre- 
miums. In  addition,  the  Act  will  specify  that  currently  uninsured 
individuals  would  be  paid  at  a  cost  that  is  an  average  cost  of  pro- 
viding services.  Both  those  adjustments  are  critical  to  our  premium 
estimates. 

With  respect  to  discounts,  there  are  several  types  of  discounts 
targeted  at  different  payers.  There  are  two  employer  discounts,  one 
directed  to  all  firms  in  the  regional  alliance  and  one  directed  at 
small  firms  with  less  than  75  employees.  Our  major  models  were 
similar  in  how  they  estimated  most  of  the  components. 

Let  me  spend  a  couple  minutes  just  to  walk  through  where  these 
subsidies  and  discounts  go. 

As  Dr.  Rivlin  discussed,  over  the  1995  to  2000  time  period  we  es- 
timate about  $349  billion  in  gross  subsidies.  They  go  to  individuals 
in  the  following  sequence: 

First,  about  29  percent  of  the  discounts  are  for  employer  pay- 
ments. Of  those,  nearly  75  percent  of  the  discounts  go  to  firms  with 
25  or  fewer  workers  so  we  have  tailored  this  plan  to  make  sure 
that  the  discounts  on  the  employer  side  are  directed  towards  low- 
wage  small  firms. 

Second,  53  percent  of  the  discounts  are  for  households.  Most  of 
these  pa3nnents  are  regular  payments  for  families  with  non-work- 
ers or  self-employed  workers.  About  3  percent  of  the  discounts  go 
for  early  retirees,  about  $11.6  billion  between  the  year  1998  and 
the  year  2000.  The  remaining  discounts  are  a  cushion  for  our  pre- 
mium estimates.  This  cushion  is  15  percent  or  $44  billion  over  the 
time  period. 

Finally,  we  include  about  $9  billion  in  discounts  to  cover  out-of- 
pocket  pajnnents  for  the  poor. 
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Dr.  Rivlin  talked  a  little  bit  about  the  subsidy  cushion.  Let  me 
say  that  it  is  there  to  serve  several  purposes:  First,  to  cover  the  ad- 
ditional cost  of  potentially  induced  retirement  due  to  our  early  re- 
tiree policy;  second,  it  is  there  to  cover  any  costs  with  respect  to 
outsourcing,  if  you  will,  of  individuals  from  higher- wage  firms  to 
lower-wage  firms.  Third,  we  did  several  simulations  as  a  contin- 
gency to  see  what  would  happen  to  our  discounts  if  we  had  a  sub- 
stantial economic  downturn. 

In  particular,  we  had  looked  at  a  change  in  the  employment  rate 
or  unemployment  rate  of  2  percent,  meaning  we  looked  at  how  our 
discounts  would  change  if  the  unemployment  rate  increased  by  2 
percentage  points,  a  substantial  increase  in  the  unemployment 
rate.  That  would  increase  our  discounts  by  $4  billion  per  year.  If 
you  add  each  of  these  three  contingencies  together  they  are  still 
well  within  our  15  percent  cushion  that  we  built  into  our  discount 
schedule. 

Mr.  Waxman.  Dr.  Thorpe,  the  rest  of  that  statement  will  be  in 
the  record. 

[Testimony  resumes  on  p.  66.] 

[The  prepared  statement  of  Mr.  Thorpe  follows:] 
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STATEMENT  OF 
KENNETH  THORPE,  PH.D. 
DEPUTY  ASSISTANT  SECRETARY  OF  HEALTH  AND  HUMAN  SERVICES 

Good  morning.     I  am  pleased  to  have  the  opportunity  to 
discuss  with  you  this  morning  the  process  by  which  financing  and 
premiums  underlying  the  President's  health  care  reform  proposal 
were  modeled. 

Because  of  the  high  standard  she  sets,  it  is  always  a 
pleasure  to  listen  to  but  a  task  to  follow  Alice  Rivlin. 

I .  Background 

Estimates  of  premium  costs,  national  health  spending,  and 
government  program  costs  under  health  care  reform  have  been 
necessary  in  the  decisions  leading  to  a  health  care  reform  bill. 
During  the  policy  development  process,  exploration  of  alternative 
policies  required  estimates  of  the  cost  impacts  of  each  possible 
variation.    Specific  areas  included  analyses  of  premium  caps,  the 
impacts  on  businesses  of  mandated  employer  payments,  the  effects 
on  households  of  mandatory  purchase  of  coverage,  and  the 
budgetary  effects  of  the  discount  schedules. 

The  development  of  estimates  of  this  type  is  obviously  a 
complex  task.     Numerous  data  sources  offer  information  on  current 
spending  for  medical  services  by  a  variety  of  payers  and  for  a 
wide  range  of  population  subgroups,  but  there  is  no  single  data 
set  which  captures  all  spending  for  all  services  through  all 
sources  of  funding. 

Federal  surveys,  especially  the  1987  National  Medical 
Expenditure  Survey,  offer  the  best  characterizations  of  national 
spending.    The  National  Health  Accounts  generated  by  the  Health 
Care  Financing  Administration  (HCFA)  summarize  the  best  available 
data  on  total  national  spending  by  type  of  service  and  source  of 
fund.     Producing  estimated  spending  under  health  reform,  however, 
requires  developing  a  comprehensive  baseline  summary  for 
literally  hundreds  of  affected  sub-populations,  and  estimating 
the  future  spending  patterns  associated  with  the  reform. 
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Estimates  of  future  costs  of  reform  are  primarily  derived 
through  modeling  transfers  of  current  spending  among  the  various 
channels  of  payment.    Estimating  the  impacts  of  changing  primary 
payers  is  relatively  straightforward,  given  a  baseline  of 
national  health  spending.    More  difficult  is  estimating  the  net 
impacts  of  fee  upgrades  and  paying  for  uncompensated  care,  since 
reimbursement  levels  will  be  set  to  achieve  some  recapture  of 
these  increased  outlays  for  current  services.    Also  difficult  is 
estimating  the  induced  spending  attributable  to  new  or  enriched 
insurance  coverage.     Because  of  lack  of  data,  estimates  must  be 
based  on  imperfectly  representative  experiences  of  government  and 
private  insurers  as  well  as  the  results  of  academic  studies  of 
the  demand  for  medical  care. 

Due  to  this  complexity,  multiple  methodologies,  data 
sources,  and  models  were  needed  to  produce  estimates  of  premiums, 
discounts,  and  the  overall  effects  of  reform  options.  Major 
contributors  included  HCFA's  Office  of  the  Actuary  (OAct) ,  the 
Agency  for  Health  Care  Policy  and  Research  (AHCPR) ,  the  Treasury 
Department,  and  other  government  agencies.    Numerous  consultants 
assisted  in  the  process,  with  major  modeling  contributions 
provided  by  the  Urban  Institute. 

II.    Description  of  the  Major  Models 

A.      The  Urban  Institute's  Transfer  Income  Model  (TRIM2): 

The  Urban  Institute  has  developed  a  microsimulation  model 
called  the  Transfer  Income  Model  (TRIM2) .     This  model  has  been 
used  to  analyze  the  financing  of  national  health  care  reform 
plans,  and  has  particularly  focused  on  the  distributional  effects 
of  such  proposals.     TRIM2  is  based  upon  the  March  1992  Current 
Population  Survey  (CPS)  and  combines  data  from  a  number  of  other 
sources  in  order  to  provide  a  complete  basis  for  assessing  acute 


2 


51 


care  health  spending  by  the  non-elderly  in  the  U.S.  population.^ 
The  complete  model  has  been  aged  to  1994,  and  all  results  are 
presented  in  1994  dollars. 

The  TRIM2  model  simulates  the  employer  group  health 
insurance  system,  non-group  or  individually  purchased  health 
insurance,  out-of-pocket  spending,  and  the  Medicaid  program.  The 
model  assigns  spending  under  these  programs/ systems  at  the 
individual  and  family  levels  and  adjusts  for  regional  variation 
in  premium  levels.    It  is  then  possible  to  assess  the 
distributional  effects  of  the  financing  of  the  current  health 
care  system.    Detailed  tax  calculations  allow  the  analysts  to 
exaunine  health  spending  on  an  after-tax  basis  and  to  calculate 
the  after-tax  value  of  employment-based  health  benefits.  TRIM2 
can  also  be  used  to  simulate  the  distribution  of  health  spending 
and  health  care  financing  burdens  under  alternative  assumptions 
about  how  insurance  would  be  provided  and  financed. 

B.      The  Health  Care  Financing  Administration* s  Special  Policy 
Analysis  Model: 

HCFA's  Special  Policy  Analysis  Model  database  is  also  based 
upon  the  March  1992  Current  Population  Survey  (CPS) .     The  March 
1992  CPS  acts  as  the  host  file,  with  each  person  on  it  being 
statistically  matched  to  a  person  on  the  1987  National  Medical 
Expenditure  Survey  (NMES) .     Health  expenditures  and  utilization 
from  the  NMES  person  record  are  then  linked  to  the  CPS  record, 
and  the  entire  data  set  is  controlled  to  be  consistent  with  1994 
National  Health  Account  data.     The  parameters  used  in  the  linking 
the  NMES  file  to  the  CPS  were  disability  status,  age  and  gender, 
family  income,  and  insurance  class  of  the  person. 


^Historically,  TRIM2  has  been  used  to  analyze  current  and 
alternative  tax  and  transfer  programs. 
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Once  each  CPS  person  was  linked  to  a  NMES  record, 
expenditure  data  by  service  (hospital  inpatient,  hospital 
outpatient,  etc.)  and  source  of  payment  (out-of-pocket,  private 
insurance.  Medicare,  Medicaid,  etc.)  were  attached.    This  file 
was  then  aged  to  1994  through  two  steps.     First,  the  1992  CPS 
population  was  weighted  to  sum  to  the  1994  Social  Security 
Administration  (SSA)  non-institutionalized  population  (about  20 
million  more  than  Census  estimates) .    This  was  done  by  age  (20 
age  groups),  gender  and  marital  status. 

Second,  the  total  national  health  expenditures  by  this  SSA- 
weighted  CPS  population  (the  Special  Policy  Analysis  Model 
population)  were  then  "benchmarked"  by  service  category,  channel 
of  payment,  and  age  category  to  the  aggregate  totals  in  the 
projected  1994  National  Health  Accounts. 

C.      The  Agency  for  Health  Care  Policy  and  Research's  Simulation 
Model  (AHSIM) : 

AHSIM  is  based  on  AHCPR's  1987  National  Medical  Expenditure 
Survey  (NMES-2) ,  which  is  the  most  recent  national  effort  to 
collect  comprehensive,  person-level  profiles  of  heai^  care  use, 
spending,  and  insurance  coverage.    AHSIM  currently  is  designed 
only  to  analyze  the  non-elderly  (under  65) ,  noninstitutionalized 
civilian  population  residing  in  the  United  States.    Although  the 
NMES-2  data  were  collected  in  1987,  demographic  variables  have 
been  aged  forward  by  reweighting  individual  records.    New  weights 
take  into  account  changes  in  the  distribution  of  the  population 
by  age,  race,  sex,  insurance  status,  and  poverty  status  observed 
between  the  November  1987  and  March  1992  Current  Population 
Surveys.    Additional  demographic  aging  is  based  on  Census 
projections  of  the  population  by  age,  race,  and  sex  beyond  1992. 
Real  growth  in  service-specific  health  expenditures  and  insurance 
premiums  have  been  incorporated  through  adjustments  based  on  the 
appropriate  rates  of  changes  in  HCFA's  National  Health  Accounts 
and  its  projections. 
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AHSIM  draws  primarily  on  the  NMES-2  Household  Survey  and  its 
two  derivative  components,  the  Health  Insurance  Plan  Survey 
(HIPS)  and  the  Medical  Provider  Survey.    The  Household  Survey 
seunple,  roughly  35,000  individuals  and  14,000  households,  is 
representative  of  the  civilian  noninstitutionalized  population  of 
the  United  States  in  1987.     completed  all  rounds  of  data 
collection.    The  Medical  Provider  Survey  obtained  information 
directly  from  the  physicians,  hospitals,  and  other  providers  used 
by  a  portion  of  the  household  sample.    These  data  were  used  to 
edit  and  supplement  household  survey  data  describing  use  of  and 
spending  on  health  services.    HIPS  data  were  collected  from 
employers,  unions,  and  insurers  and  include  premiums  paid  by  all 
sources  and  specific  provisions  of  baseline  private  insurance 
coverage.    They  also  provide  information  about  the  organizations 
offering  insurance  coverage  and  include  in  the  case  of  employers, 
firm  and  establishment  size,  industry,  and  location. 

Other  data  sources  were  incorporated  when  needed  for 
specific  purposes.     For  example,  survey  data  from  the  Health 
Insurance  Association  of  America  were  used  to  project  market 
shares  for  fee-f or-service,  HMO,  and  preferred  provider  health 
plans  by  region.    Annual  survey  data  from  the  American  Hospital 
Association  were  used  to  determine  the  allocation  of  hospital 
spending  between  inpatient  and  outpatient  services  and  to 
identify  local  areas  in  which  at  least  one  HMO  is  operating. 
County  Business  Patterns  data  were  used  to  impute  average  payroll 
for  employers,  using  a  statistical  match  based  on  industry, 
location,  and  firm  size.     The  Internal  Revenue  Service's 
Statistics  of  Income  data  were  used  to  expand  NMES-2  income  data 
and  to  calibrate  the  AHSIM  tax  module. 

III.    Premium  Estimation  Under  Reform 

Both  HCFA  and  AHCPR  estimated  the  cost  of  health  insurance 
premiums  under  reform.  Their  estimates  are  in  1994  dollars  and 
reflect  the  benefits  included  in  the  comprehensive  benefit 
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package.     Competing  approaches  were  intentionally  used  to  enhance 
confidence  in  the  estimating  process,  and  to  permit  selection  of 
the  more  conservative  estimate  where  variation  in  modeling 
outcome  was  identified. 

A.    Health  Care  Financing  Administratioss: 

The  first  step  in  HCFA's  simulation  process  was  to  determine 
each  individual's  insurance  status.    The  modelers  used  CPS 
indicators  for  this,  and  considered  a  person  to  be  insured  if 
he/she  was  covered  by  employer-sponsored  insurance,  other  private 
insurance,  CHAMPUS,  Medicare,  or  Medicaid.     HCFA  then  adjusted 
health  expenditures  to  reflect  the  coverage  offered  through  the 
regional  alliance  plan.    That  coverage  is  for  hospital  care, 
physician  and  other  professional  services,  prescription  drugs, 
and  durable  medical  equipment  other  than  vision  and  hearing 
products.    Therefore,  the  analysts  excluded  all  other  National 
Health  Accounts  expenditure  categories. 

The  cost  of  coverage  for  mental  health,  dental,  and 
preventive  care  in  the  standard  benefit  package  was  estimated 
separately,  from  aggregate  data,  and  added  in  at  the  ehd  of  the 
process.    Once  expenses  were  adjusted  for  coverage  differences, 
the  modelers  applied  the  fee-for-service  plan  deductibles, 
coinsurance,  and  cost-sharing  limits  to  each  person  covered 
through  the  regional  alliance. 

An  insurance-induced  demand  adjustment  was  applied  to  all 
those  enrolled  in  the  regional  alliance.    The  basis  for  the 
induced  demand  was  the  difference  between  out-of-pocket  spending 
under  current  law  and  that  determined  by  the  reform  simulation 
already  described.    The  induction  factor  varied  by  type  of 
service.    Post- induct ion  spending  is  equal  to  the  expenditures 
calculated  previously  plus  (or  minus)  induced  spending. 
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Following  these  steps,  HCFA  imputed  expenses  to  currently 
uninsured  people.    Existing  patterns  of  use  for  the  uninsured 
person  were  discarded,  because  those  patterns  are  influenced  by 
the  absence  of  insurance.    An  imputation  file  was  created  for 
each  service  covered  under  the  regional  alliance.    To  create  the 
file,  insured  people  were  divided  into  groups  according  to 
gender,  four  age  classes,  and  three  poverty  status  classes. 
Expenditures  were  tabulated  for  each  group  to  determine:   (a)  the 
proportion  that  had  no  expenditure  and  (b)  mean  expenditures  and 
use  for  each  decile  of  the  user  distribution.     Expenses  were 
imputed  for  uninsured  persons  using  these  imputation  files. 

A  final  simulation  was  performed  to  model  which  people  were 
covered  by  the  alliances.     People  were  divided  between  the 
corporate  alliance  and  the  regional  alliance  according  to  the 
worker  status  of  the  adults  in  the  insurance  family,  and  were 
assigned  to  one  of  three  policies:     individuals  (and  couples  with 
no  dependents) ,  one  adult  plus  dependents,  and  two  adults  plus 
dependents.     Lastly,  analysts  applied  the  family  limits  on  out- 
of-pocket  spending  to  determine  the  plan  benefits  and  copayments. 

In  order  to  generate  an  upper-bound  subsidy  estimate, 
whenever  a  two-earner  couple  had  one  worker  in  a  large  firm 
(5,000  or  more  workers)  and  one  in  a  firm  that  would  be  covered 
through  a  regional  alliance,  the  couple  was  assumed  to  choose 
coverage  in  the  regional  alliance.    This  maximizes  the  potential 
discount  costs  given  that  no  government  discounts  are  available 
through  the  corporate  alliances. 

After  plan  benefits  had  been  determined,  premiums  were 
calculated  for  each  of  the  policy  and  alliance  types.    An  offset 
was  applied  to  expenses  to  reflect  current-law  cost-shifting 
attributable  to  uncompensated  care.    Currently,  private  sector 
premiums  are  higher  than  they  would  be  if  there  were  no 
uncompensated  care  in  the  system  since  providers  pass  these 
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unpaid  costs  on  to  insured,  paying  patients.    Under  reform,  all 
persons  will  be  insured;  consequently,  baseline  premiums  should 
be  reduced  to  reflect  the  elimination  of  non-payers  from  the 
system.    A  load  factor  was  applied  to  the  benefit  cost  per 
policy.    The  load  factor  was  15  percent  for  the  regional 
alliance. 

B.      Agency  for  Health  Care  Policy  and  Research: 

AHCPR's  method  of  generating  premium  estimates  has  seven 
steps.     First,  following  conventions  in  health  economics,  AHSIM 
estimates  a  two-part  model  of  expenditures  for  each  service.  The 
unit  of  observation  is  the  person.    The  ^irst  equation  in  each 
service's  set  of  two  equations  estimates  the  probability  of  using 
the  service  at  all  as  a  function  of  demographic,  income, 
insurance,  employment,  and  health  status  measures  from  the  1987 
NMES-2.    The  second  equation  estimates  annual  expenditures  on  the 
service  for  all  users  of  the  service,  as  a  function  of  the  same 
explanatory  variables.     Combining  the  result  of  these  equations 
(i.e.,  multiplying  the  probability  of  use  times  the  coefficients 
in  the  second  equation)  yields  an  equation  that  predicts 
expenditures  for  each  type  of  person.     Predicted  expenditures  are 
aged  to  1994. 

Health  expenditures  for  each  person  are  then  predicted  for 
each  of  the  ten  services  included  in  the  AHSIM  Model  using  this 
system  of  equations.     Predictions  for  both  the  probability  and 
the  level  (given  any  use)  of  an  expense  were  made  fbr  each  person 
based  on  these  regressions.    The  procedure  assigns  the  same 
expected  values  to  people  with  private  insurance  and  similar 
personal  characteristics,  based  on  a  hypothetical  "average" 
insurance  policy.     Expected  values  are  modified  to  take  into 
account  specific  plan  provisions  using  information  from  the  RAND 
National  Health  Insurance  Experiment  about  the  effects  of  such 
provisions.     Reform  expenditures  are  imputed  to  all  people  in  the 
model  using  a  stochastic  process  that  maintains  observed 
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correlations  in  expenditures  across  service  types  while 
controlling  for  the  demographic  characteristics  and  health  status 
of  individual  NMES-2  respondents. 

Every  individual  included  in  the  AHSIM  Model  actually  had 
three  types  of  reform  expenditures  assigned  to  them,  indicating 
their  (assumed)  behavior  under  fee-for-service  (FFS) ,  managed 
care  (HMO) ,  and  preferred  provider  (PPO)  insurance  arrangements. 
Expenses  for  benefits  paid,  cost-sharing  and  noncavered  services 
were  calculated  separately  for  each  type  of  plan  by  applying 
claims-processing  logic  to  the  appropriate  estimated  expenditure. 
Premiums  for  each  type  of  insurance  plan  were  computed  on  the 
basis  of  average  benefits  paid  per  insurance  policy  plus  an 
administrative  load  set • at  a  percent  of  benefits  paid.     In  this 
way,  each  person  was  taken  into  account  in  computing  initial 
premium  levels.     Premiums  were  adjusted  for  current  regional 
variations  in  prices. 

Individual  choice  of  health  plans  under  reform  was  modelled 
by  randomly  assigning  health  insurance  units  to  one  of  the  three 
types  of  plans  (FFS,  HMO,  PPO)  described  above.  ^e*assumed 
probabilities  of  selecting  particular  plans  were  based  primarily 
upon  market  shares  observed  by  the  Health  Insurance  Association 
of  America  (HIAA)  in  their  annual  surveys,  trended  forward  to 
1994.    These  estimates  were  modified  by  assuming  a  10  percent 
reduction  in  FFS  under  reform  as  a  result  of  managed  competition. 
Market  shares  were  allowed  to  vary  on  the  basis  of  region, 
urban/rural  location,  and  the  availability  of  discounts  for  out- 
of-pocket  expenses  and  premiums. 

Two  passes  through  the  data  are  made  to  compute  the  final 
set  of  premiums.     The  first  pass  implements  decision  rules 
regarding  the  distribution  of  premium  payments  under  reform.  It 
also  computes  the  cost  of  noncovered  services  and  cost-sharing 
requirements  borne  by  individual  households.     Based  on  these 
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calculations,  the  model  determines  the  extent  to  which  a 
household's  direct  costs  will  be  offset  by  supplemental  insurance 
2md  out-of-pocket  discounts.     In  the  second  pass  through  the 
data,  expenditures  are  increased  to  reflect  additional  spending 
induced  by  supplemental  insurance  and  out-of-pocket  discounts. 
Insurance  premiums  are  then  adjusted  to  reflect  these  higher 
expenditures. 

ZV.    Discount  Estimates 

The  President's  health  care  reform  proposal  includes  a 
number  of  different  discounts,  targeted  at  different  payers. 
There  are  two  employer  discounts:    one  directed  at  all  firms  in 
the  regional  alliance,  and  one  directed  at  small  firms  with  less 
than  75  employees.    There  is  a  discount  for  the  family  share  (20 
percent  of  the  actuarial  value)  of  premiums  and  for  out-of-pocket 
payments  for  both  working  and  nonworking  low  income  families. 
There  is  also  a  discount  for  the  80  percent  premium  share  for 
those  families  who  do  not  have  at  least  one  full  time  worker  (or 
equivalent),  including  early  retirees.     The  major  models  are 
similar  in  how  they  estimate  most  components. 

A.  Employer  Discounts: 

The  general  firm  discount  consists  of  a  7.9  percent  of 
payroll  cap  on  all  firm  premiums,  regardless  of  firm  size, 
provided  the  employer  is  in  the  regional  alliance.     If  the  cost 
of  providing  80  percent  of  the  adjusted  premium  per  worker 
exceeds  7.9  percent  of  firm  payroll,  the  federal  discount  is 
equal  to  the  difference  between  the  two  amounts. 

The  small  firm  discount  schedule  (see  Appendix  A)  provides 
lower  payroll  caps  (below  7.9  percent)  for  firms  with  less  than 
75  employees  and  average  pay  below  $24,000  per  year. 

B.  Discounts  for  the  Self -Employed. 

Those  individuals  who  are  self-employed  are  obligated  to 
make  a  contribution  to  the  alliances  based  upon  the  same  schedule 
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used  to  determine  small  business  payments.      So,  for  example,  a 
self -employed  person  who  is  also  employed  by  a  firm  and  who  is 
working  a  full-time,  full-year  job  for  wages  or  salary  has  no 
further  obligation  with  regard  to  the  80  percent/ employer  share. 
Similarly,  an  individual  who  works  full  time  for  wages  for  8 
months  and  then  quits  that  job  and  becomes  self-employed  would 
only  be  obligated  up  to  a  maximum  of  4  months  of  the  80  percent 
of  the  adjusted  per  worker  premium  for  his/her  health  insurance 
unit  type. 

C.      Discounts  to  Low  Income  Families. 

Low  income  workers  and  non-workers  (those  with  family  income 
less  than  150  percent  of  poverty^)  are  eligible  for  government 
discounts  to  assist  in  the  payment  of  the  family  share  of  the 
premium  and  to  assist  with  family  out-of-pocket  payments  (co- 
insurance and  deductibles) .      Families  below  poverty  do  not  pay 
more  than  3  percent  of  income  for  their  family  premium  share 
contribution;  those  with  income  below  $1000  have  no  premium 
contribution.     Families  at  or  above  150  percent  of  poverty  are 
responsible  for  paying  the  full  20  percent  share,  or  3.9  percent 
of  feunily  income  up  to  $40,000,  whichever  is  lessT  The 
government  discount  is  equal  to  20  percent  of  the  actuarial 
premium  for  the  health  insurance  unit  type,  less  the  calculated 
family  contribution.     For  purposes  of  this  calculation,  family 
income  is  equal  to  adjusted  gross  income  less  unemployment 
compensation  plus  non-taxable  interest  income. 

An  out-of-pocket  spending  discount  is  available  for  those 
families  below  150  percent  of  poverty  who  live  in  an  area  that 
does  not  provide  access  to  a  low  cost  sharing  (HMO)  plan.  In 


'The  family  size  specific  poverty  guidelines  used  are: 
single  —  family  size  is  I 
couple  —  family  size  is  2 
single  parent  family     family  size  is  3 
dual  parent  family  -  family  size  is  4. 
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such  cases,  the  family  is  only  obligated  to  pay  the  cost  sharing 
that  would  be  required  if  the  family  had  actually  enrolled  in  an 
HMO  (i.e.,  $10  copaynent  for  outpatient  services);  the  remainder 
is  financed  by  the  government. 

Families  without  at  least  one  full  time  worker  or 
equivalent'  may  be  required  to  pay  at  least  some  portion  of  the 
80  percent  adjusted  premium  share  that  is  covered  for  workers 
through  their  employers.    Families  with  non-wage  income  below  250 
percent  of  poverty  are  eligible  for  some  sxibsidization  of  this 
obligation. 

Families  with  non-wage  income  lower  than  the  poverty  level 
do  not  pay  more  than  6.4  percent  of  their  non-wage  income  for 
this  portion  of  the  premium,  and  families  with  less  than  $1000  in 
non-%rage  income  have  no  required  contribution  towards  this 
portion  of  the  premium.    Non-wage  income  is  calculated  as 
Adjusted  Gross  Income  (AGI)  less  wages  and  salaries  less 
unemployment  compensation  and  less  self-employed  income.^ 
Income  in  this  category  includes:    rents  and  royalties,  interest 
(including  non-taxable  interest  income),  dividends,  alimony, 
capital  gains/losses,  the  taxable  portion  of  social  security, 
partnerships,  and  trusts.    Aside  from  these  items,  other 
categories  of  excluded  income  are:    welfare  payments,  VA 
benefits,  worker's  compensation,  child  support  income,  inherited 
money,  and  proceeds  from  life  insurance. 


*Two  examples  of  families  with  a  "full  time  worker  equivalent"  are: 

1.  each  spouse  works  half  time  for  the  full  year; 

2.  one  spouse  works  full  time  for  8  months  and  the  other  works  full  time  for  4  months. 

^he  actual  legislation  excludes  wages  and  salaries  up  to  $60,000  per  year.  Wages  and 
salaries  in  excess  of  this  amount  count  towards  this  calculation.  The  $60,000  exclusion  cap 
was  not  modelled,  making  the  subsidy  estimates  somewhat  over-stated. 
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D.      R«tir««  Discounts. 

Families  with  retirees'  are  eligible  for  a  special 
discount,    ffhen  fully  phased  in,  government  discounts  cover  the 
full  80  percent/ employer  share  for  non-working  retirees. 
Government  discounts  are  offset  to  some  extent  by  the  employers 
of  retirees  who  work  part  time  and  the  employers  of  working 
spouses.    For  example,  a  58  year  old  man  who  is  working  half  time 
will  have  half  of  his  employer  contributions  made  by  his  employer 
and  half  of  his  contributions  will  be  made  by  the  federal 
government.    No  government  discount  is  necessary  when  a  retiree 
has  a  full  time  working  spouse,  as  the  spouse's  employer's 
contributions  will  fulfill  the  coverage  responsibility.  However, 
if  a  retiree  is  married  to  a  non-worker,  the  government  discount 
will  cover  the  couple  (or  family) . 

B.      Sstiaates  of  Distributional  Impact  of  Discounts 

TRIMt     In  the  TRIM2  model,  employer  obligations  (either  80 
percent  of  the  adjusted  premium  for  each  worker  or  a  percent  of 
total  payroll)  are  calculated  for  each  worker :  there  are  no  firms 
per  se  on  the  CPS,  although  each  worker  has  employer  information 
associated  with  them.    TRIM2  assigns  firm  average  payroll 
information  from  the  County  Business  Patterns  (CBP)  data  to  each 
worker,  using  a  statistical  matching  procedure  that  relies  on 
industry  (the  3-digit  SIC  codes) ,  state  of  residence,  and 
establishment  size.     In  addition,  an  average  firm  premium  is 
imputed  to  each  worker. 

The  employer's  payment  is  proxied  by  the  comparison  of 
average  pay  times  the  appropriate  percentage  cap  (3.5  percent  to 
7.9  percent)  to  80  percent  of  the  average  firm  premium.     If  the 


^he  policy  defines  retirees  as  those  nonworkers  who  have  fulfilled  a  requirement  of  a 
minimum  number  of  working  quarters  and  who  are  between  the  ages  of  55  and  64, 
inclusive.  However,  the  models  being  used  to  simulate  the  cost  of  the  plan  do  not  have  data 
on  quarters  worked.  Consequently,  all  individuals  55  to  64,  who  are  not  working  or  work 
part  time  or  part  year,  are  modelled  as  being  eligible  for  the  special  retiree  subsidy. 
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80  percent  of  the  average  firm  premium  is  less  than  capped 
average  pay,  the  employer  would  pay  80  percent  of  the  correct 
adjusted  premium  for  each  worker.    If,  on  the  other  hand,  capped 
average  pay  is  less  than  80  percent  of  the  average  firm  premium, 
the  employer  would  contribute  7.9  percent  (or  the  appropriate 
percentage  less  than  7.9  percent)  of  total  payroll  to  the 
alliance. 

HCFA/AH8ZM:     In  the  Special  Policy  Analysis  Model  and  AHSIM 
models,  the  basic  calculations  of  employer  discounts  are  similar 
to  those  in  TRIM2.    Similar  approaches  are  used  to  estimate  other 
discounts. 

V.      National  spending  Impacts 

The  change  in  spending  produced  by  health  reform  can  be 
summarized  in  terms  of  the  impacts  on  businesses,  households,  and 
governments.    Present  business  spending  is  here  limited  to 
employer  contributions  for  employer-sponsored  health  insurance 
and  for  active  workers  and  retirees.    Under  reform,  employers  are 
required  to  pay  80  percent  of  the  average  worker  premium  in  their 
area  (net  of  discounts)  for  most  workers.    Those  cmp^yers 
currently  paying  more  than  the  required  employer  contribution 
percentage,  or  buying  richer  coverage  (e.g.,  lower  cost-sharing) 
are  assumed  to  continue  to  pay  more  than  the  required  minimum. 

The  calculations  of  changes  in  business  outlays  are  similar 
in  TRIM2  and  the  Special  Policy  Analysis  Model.     If  an  employer 
currently  pays  more  than  80  percent  of  premiums,  TRIM2  increases 
employer  spending  under  reform  to  match  the  proportion 
contributed  by  the  employer  currently,  as  long  as  this  does  not 
exceed  current  spending.     If  maintenance  of  the  current 
proportion  would  exceed  current  spending,  it  is  assumed  that 
employers  increase  their  spending  only  to  the  point  of  current 
spending.    Worker  contributions  are  reduced  accordingly.  This 
first  part  of  supplementation  is  then  increased  to  add  the  cost 
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for  enhancing  the  richness  of  coverage  up  to  the  current  level  of 
plan  richness  associated  with  each  currently  insured  worker.  The 
cost  of  matching  the  current  richness  of  benefits  is  paid  by  the 
employer  and  the  worker  in  proportion  to  current  premium 
contributions . 

In  the  Special  Policy  Analysis  Model,  additional  coverage  is 
assumed  wherever  current  payments  are  better  for  the  family  than 
modeled  future  payments  under  the  mandated  benefit  package. 
Supplementation  amounts  are  accumulated  equal  to  the  difference 
between  current  and  required  benefits.    Employer  contributions 
are  assumed  to  cover  the  supplement,  although  employer  payments 
for  the  required  coverage  are  held  to  the  mandated  minimum. 

The  AHSIM  Model  assumes  that  both  employers  and  households 
attempt  to  hold  their  spending  on  health  insurance  constant  from 
baseline  to  reform.    To  the  extent  that  baseline  spending  on 
employer-sponsored  insurance  exceeds  expenditures  required  under 
reform,  employers  are  first  assumed  to  buy  down  their  employees' 
required  contributions.     If  baseline  spending  exceeds  reform 
requirements  for  either  households  or  employers  after  taking  this 
transfer  into  account,  the  AHSIM  model  then  allows  both 
households  and  employers  to  buy  supplemental  insurance.     For  each 
health  insurance  unit  in  AHSIM,  the  actuarial  value  of  supplemen- 
tal insurance  purchased  under  reform  cannot  exceed  baseline 
levels.    The  total  amount  of  supplemental  insurance  is  also 
limited  by  the  level  of  potential  out-of-pocket  expenses  (cost- 
sharing  plus  noncovered  services)  under  reform.  Supplemental 
insurance  is  also  assumed  to  carry  a  higher  administrative  load 
than  basic  health  plans,  25  percent  in  most  recent  simulations. 
Any  employer  excess  that  remains  after  buying  supplemental 
insurance  is  assumed  to  increase  other  tax-preferred  fringe 
benefits. 
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Household  spending  is  defined  to  be  the  employee 
contributions  for  employer-sponsored  health  insurance,  direct 
premiums  for  non-group  coverage  (under  the  current  system)  or 
direct  purchase  of  alliance  coverage  (under  reform) ,  and  cost- 
sharing  payments.    In  the  baseline,  the  employee  contributions 
are  defined  to  include  employee  payments  irrespective  of  tax 
status;  pre-tax  employee  contributions  are  counted  as  employee 
payments  despite  IRS  treatment  of  such  sums  as  employer 
contributions.    To  the  extent  supplementation  implies  higher 
business  payments,  household  spending  is  reduced  by  like  amounts. 
Total  changes  in  cost-sharing  are  calculated  as  the  net  of 
reduced  payments  due  to  new  and  enriched  coverage,  against 
increased  cost-sharing  attributable  to  required  purchase  of 
insurance  leading  to  increased  utilization  and  some  personal 
payments  (rather  than  reliance  on  uncompensated  care  mechanisms) . 

Government  spending  changes  reflect  transfers  between  the 
Federal  government  and  other  levels  of  government,  as  well  as 
increased  Federal  responsibilities  (particularly  in  arranging 
discounts  for  low-wage  firms) .    Baseline  Federal  spending  is 
primarily  Medicaid  and  Medicare.    Under  reform.  Medicaid  non-cash 
populations  move  into  alliance  plans,  with  some  direct  business 
payments.    Similarly,  more  Medicare  recipients  fall  under  working 
aged  rules,  with  direct  employer  contributions  reducing  Medicare 
responsibilities. 

State  and  local  baseline  spending  is  primarily  Medicaid, 
although  significant  sums  are  currently  spent  on  other  programs, 
most  notably  direct  payments  to  hospitals.    Under  reform, 
Medicaid  savings  will  be  redirected  under  maintenance  of  effort 
recpiirements  for  use  in  paying  discounts  for  low-income 
populations  in  the  alliances. 
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APPENDIX  A 
Small  Firm  Discounts 


Average  rim 

Payroll 

Size  of  Firm^  (Number  of  Employees) 

Less  Than 

25 

25  to  50 

50  to  75 

Less  $12,000 

3.5% 

4.4% 

5.3% 

$12,000-15,000 

4.4% 

5.3% 

6.2% 

$15,000-18,000 

5.3% 

6.2% 

7.1% 

$18,000-21,000 

6.2% 

7.1% 

7.9% 

$21,000-24,000 

7.1% 

7.9% 

7.9% 

Greater  Than 
$24,000 

7.9% 

7.9% 

7.9% 

^Because  75  workers  was  not  a  Tirm  size  break  included  in  the  data  sets  being  used, 
modelers  were  asked  to  use  a  rirm  size  or  100  for  this  subsidy  calculation.  Given  that  the 
subsidies  will  apply  only  to  firms  up  to  size  75,  the  results  overestimate  the  subsidy  costs. 
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Mr.  Waxman.  One  of  the  crucial  elements  in  the  financing  of  any 
health  reform  is  the  cost  of  the  covered  benefits.  In  her  testimony 
this  morning  Dr.  Rivlin  stated  that  the  administration  tried  to  be 
as  conservative  and  realistic  as  we  could  in  estimating  these  costs, 
choosing  the  higher  of  two  different  agency  estimates  after  months 
of  analysis. 

Later  this  afternoon  we  are  going  to  hear  from  an  independent 
actuary,  Mr.  Dale  Yamamoto  of  Hewitt  Associates,  that  the  price 
of  the  President's  benefits  package  by  their  estimates  is  between  19 
percent  and  59  percent  higher  than  the  price  published  in  the 
President's  report  on  October  27,  depending  on  family  premium 
category.  Dr.  Thorpe,  can  you  tell  us  whether  the  administration 
used  the  October  27  preliminary  estimates  as  the  basis  for  todays 
testimony,  and,  if  so,  why  these  might  be  lower  than  the  premiums 
estimated  by  the  Hewitt  Associates? 

Mr.  Thorpe.  Sure.  The  premium  estimates  that  you  see  are  the 
same  we  have  had  for  several  weeks,  $1,932  for  a  single  policy,  et 
cetera.  As  I  mentioned  in  my  oral  remarks,  one  would  expect  to  re- 
ceive very  different  premium  estimates  from  different  groups  mak- 
ing them. 

Primarily,  the  major  difference  is  the  following:  It  depends  on 
what  your  starting  point  is.  For  example,  if  I  am  an  insurance  com- 
pany or  an  employer  benefits  firm  and  if  I  base  a  premium  esti- 
mate on  my  existing  rate  book  or  book  of  business  depending  upon 
characteristics  of  who  is  in  that  group,  large  employers  who  have 
selected  a  consulting  firm  because  they  have  high  costs  or  if  I  did 
an  estimate  because  I  primarily  insured  small  firms  with  high  ad- 
ministrative costs,  et  cetera,  one  could  imagine  that  you  would  get 
different  estimates  of  the  premium  costs  depending  on  the  charac- 
teristics of  who  you  actually  have  experience  providing  insurance 
for.  So  I  would  imagine  when  we  see  estimates  for  different  groups, 
many  will  be  higher,  many  will  be  lower. 

We  are  trying  to  come  up  with  a  nationally  representative  esti- 
mate that  includes  all  populations,  small  and  large  employers,  the 
uninsured,  people  who  buy  individual  policies,  the  Medicaid  pro- 
gram, et  cetera.  That  is  why  we  feel  that  our  starting  point,  the 
National  Health  Accounts  is  the  most  appropriate  baseline  to 
benchmark  any  premium  estimates  to,  because  it  is  nationally  rep- 
resentative. 

The  other  premiums  are  internally  consistent,  and  I  am  sure 
that  the  methodology  is  fine,  but  is  not  a  nationally  representative 
estimate  of  the  premiums. 

Mr.  Waxman.  In  a  recently  published  article  concerning  financ- 
ing of  the  President's  plan  Dr.  Wilensky,  who  will  testify  on  the 
next  panel,  writes,  I  had  expected  one  of  two  scenarios:  modest 
benefits  but  substantively  and  politically  credible  financing,  or  ex- 
pansive benefits  and  correspondingly  more  difficult  and  politically 
unpalatable  financing  strategies.  Expansive  benefits  and  less  than 
credible  financing  was  an  unexpected  combination. 

The  question  now  is  why  that  combination  was  chosen  by  a  team 
with  no  shortage  of  health  policy  depth  and  whether  it  will  prove 
to  be  a  wise  political  strategy.  Dr.  Thorpe,  as  a  member  of  the 
President's  health  policy  team,  do  you  have  any  reaction  to  this? 
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Mr.  Thorpe.  Sure.  I  think  we  within  the  administration  agree 
and  those  closest  to  developing  the  numbers  believe  that  the  fi- 
nancing is  entirely  credible.  I  think  it  sounds  like  from  the  state- 
ment that  Dr.  Wilensky  was  starting  from  the  standpoint  that 
there  is  no  waste  and  inefficiency  in  the  system  and  that  substan- 
tial savings  couldn't  be  taken  out.  We  simply  disagree. 

You  have  seen  in  detail  the  projected  Medicare-Medicaid  pro- 
grammatic savings  as  well  as  the  savings  that  we  know  are  sitting 
there  in  the  private  sector.  We  think  in  terms  of  how  the  numbers 
add  up  and  the  credibility  we  are  comfortable  with  it.  In  terms  of 
expansive  benefits  we  provide  a  comprehensive  benefit  package 
which  sits  at  the  median  of  what  is  currently  in  the  private  insur- 
ance market  largely  because  we  wanted  to  make  sure  that  we 
weren't  taking  benefits  away  from  people  and  people  were  receiving 
a  credible  comprehensive  set  of  benefits  that  we  would  all  be  proud 
of. 

So  we  think  in  the  administration  that  the  financing  is  credible 
and  over  the  coming  weeks  we  will  be  happy  to  work  with  groups 
as  they  look  at  our  methods  and  the  way  that  we  did  the  numbers. 

Mr.  Waxman.  As  you  know,  I  have  been  extremely  concerned 
about  the  caps  that  the  President  has  placed  on  Federal  subsidies 
for  small  employers,  low-income  people  and  the  early  retirees. 
These  caps  raise  serious  questions  about  whether  health  care  will 
always  be  there  and,  if  so,  who  other  than  the  Federal  Grovemment 
will  ultimately  bear  the  responsibility  for  paying  for  it. 

Dr.  Rivlin  told  us  earlier  that  in  setting  these  caps  you  added  15 
percent  of  the  estimate  of  the  subsidy  costs,  about  $44  billion,  to 
cover  potential  behavioral  changes  that  are  difficult  to  model.  Can 
you  tell  us  what  these  potential  behavioral  changes  are,  why  you 
chose  15  percent  as  a  cushion  and  what  do  you  think  the  chances 
are  that  the  caps  will  be  hit  in  any  given  year? 

Mr.  Thorpe.  I  like  to  think  of  our  estimates  as  having  two  sets 
of  cushions.  Our  original  basic  estimates  of  the  discounts  we  think 
for  the  reasons  we  have  laid  out  are  inherently  conservative.  In 
every  case  where  there  was  a  behavioral  assumption  we  had  it 
work  against  us  so  that  it  would  increase  our  discount  estimates. 

The  one  example  I  gave  you  was  an  individual  who  works  for  a 
corporate  alliance  and  another  individual  who  works  for  a  regional 
alliance.  We  put  that  family  entirely  in  the  regional  alliance,  there- 
fore receiving  discounts.  In  reality  that  is  not  likely  going  to  hap- 
pen, but  it  was  a  way  of  making  sure  that  our  discount  estimates 
were  higher  than  they  otherwise  would  have  been. 

Over  and  above  that,  we  have  added  on  15  percent.  The  process 
of  coming  up  with  the  15  percent  was  that  we  were  trying  to  think 
of  things  in  our  proposal  that  could  potentially  happen  that  we 
didn't  have  a  simple  way  of  estimating.  We  tried  to  bound  it  in 
terms  of  what  potentially  would  happen. 

For  example,  there  have  been  some  estimates  that  we  have  done 
that  looked  at  what  might  happen  with  early  retirement — with  our 
early  retiree  policy — and  we  looked  at  how  that  change  in  employ- 
ment might  occur.  We  then  estimated  what  the  change  in  discounts 
would  be. 

A  second  area,  there  could  be — although  through  the  legislation 
we  tried  to  discourage  this — opportunities  for  some  lower  wage  in- 
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dividuals  in  high  wage  larger  firms  to  splinter  off.  We  think  we 
have  discouraged  that  in  the  legislation.  It  is  still  a  technical  possi- 
bility. We  have  looked  at  estimates  of  what  would  happen  if  that 
occurred,  and  we  came  up  with  an  estimate  of  that. 

Third  is  that  we  looked  at  what  would  happen  with  substantial 
economic  fluctuations,  in  particular  a  substantial  downturn  in  the 
economy.  We  looked  at  a  2  percentage  point  increase  in  the  unem- 
ployment rate.  That  increased  on  a  yearly  basis  our  discounts  by 
about  $4  billion. 

We  then  added  each  of  these  up,  and  on  top  of  that  we  put  in 
an  additional  cushion  of— I  can*t  remember  what  it  was — ^but  those 
three  factors  did  not  exhaust  the  15  percent.  We  put  in  more  as 
additional  contingencies.  That  was  some  of  the  process  of  how  we 
arrived  at  this. 

We  tried  to  think  behaviorally  what  would  happen.  We  tried  to 
be  conservative  with  economic  projections,  and  then  we  added  some 
amount  of  money  over  and  above  that  to  be  even  more  frugal. 

Mr.  Waxman.  And,  therefore,  you  think  that  the  caps  will  never 
be  hit? 

Mr.  Thorpe.  I  think  that  the  probability  that  they  are  hit  is 
very,  very  low  for  both  these  reasons. 

Our  baseline  estimates  of  the  discounts  I  think  are  quite  conserv- 
ative because  they  represent  behavioral  changes  that  even  in  the 
baseline  are  not  likely  to  happen.  All  dual-working  couples  will  not 
get  coverage  through  the  regional  alliances  is  an  example  of  this. 
All  firms  under  a  hundred  have  our  lower  discount  schedule,  even 
though  the  legislation  says  firms  75  and  below  get  it.  So  we  have 
built  in  some  conservative  estimates  in  the  first  round. 

In  the  second  round,  we  added  15  percent,  and  we  were  trying 
to  be  as  conservative  with  this  as  we  could  so  that  the  likelihood 
of  hitting  these  caps  was  as  low  as  we  could  make  it. 

Mr.  Waxman.  On  Friday  we  held  a  hearing  on  the  impact  of  the 
President's  plan  on  Medicaid  beneficiaries  and  other  low-income 
people.  Diane  Rowland  of  the  Kaiser  Medicaid  Commission  told  us 
about  6  million  poor  people  who  are  eligible  for  Medicaid  now  but 
were  not  receiving  cash  assistance  under  Aid  to  Families  with  De- 
pendent Children  or  supplemental  security  income  will  not  receive 
any  assistance  with  the  minimum  cost  sharing  required  under  the 
President's  plan. 

These  6  million  or  so  include  the  medically  needy  who  are  eligi- 
ble for  Medicaid  because  of  their  high  medical  expenses  as  well  as 
the  pregnant  women  and  young  children  we  made  eligible  for  Med- 
icaid over  the  past  several  years  because  their  income  is  below  a 
certain  poverty  threshold.  In  many  cases,  they  have  no  more  ability 
to  pay  the  cost  sharing  requirements  than  do  cash  assistance  re- 
cipients, who  will  get  assistance  under  the  President's  plan.  In  all 
cases  they  will  be  worse  off  under  the  President's  plan  than  under 
current  law,  which  prohibits  any  cost  sharing  with  respect  to  serv- 
ices for  pregnant  women  and  children  and  which  allows  only  nomi- 
nal cost  sharing  for  other  services  to  noncash  eligibles. 

When  we  asked  the  HCFA  administrator,  Mr.  Vladeck,  about 
this,  he  told  us  that  the  distinction  between  cash  and  noncash  was 
related  to  the  financing  of  the  plan  but  was  unable  to  tell  us  how 
much  the  cost  of  the  plan  was  reduced  by  requiring  the  6  million 
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noncash  beneficiaries  to  pay  more.  Can  you  give  us  this  figure?  Or, 
put  another  way,  how  much  would  it  cost  to  extend  noncash  eligi- 
bles  the  same  protection  against  cost  sharing  that  the  plan  extends 
to  AFDC  and  SSI  recipients? 

Mr.  Thorpe.  Two  points  on  this  question.  The  first  and  one  of 
the  biggest  advantages  that  the  medically  needy  have  with  receiv- 
ing coverage  through  the  alliance  is  that  they  don't  have  to  spend 
down  to  receive  medical  care  services  any  more,  that  they  receive 
coverage  fi:om  day  one.  Under  that  program  you  have  to  virtually 
exhaust  your  resources  in  order  to  become  eligible  for  the  Medicaid 
program.  That  will  no  longer  be  the  case.  Those  individuals  would 
get  coverage  from  day  one. 

Second,  with  respect  to  the  lower  out-of-pocket  payments,  we 
would  be  happy  to  look  at  it.  I  have  not  looked  at  this  specifically 
for  the  other  low  income  population.  As  you  pointed  out,  the  cash 
assistance  population  would  receive  the  lower  cost  sharing  within 
the  alliance. 

Mr.  Waxman.  We  tried  to  sever  the  link  between  welfare  and 
Medicaid,  and  we  did  that  with  low  income  pregnant  women  and 
their  children.  A  lot  of  those  people  are  quite  low  income.  They  are 
going  to  have  to  come  up  with  that  cost  sharing.  They  are  not  in 
the  same  situation  as  the  medically  needy.  Do  you  have  any  expla- 
nation for  them  being  required  to  come  up  with  the  cost  sharing 
or  the  cost  figures  for  them  to  be  protected  the  same  way  as  the 
cash  recipients? 

Mr.  Thorpe.  I  think  the  concept  was  to  have  everybody  contrib- 
ute something  on  an  accounted  basis  for  medical  care.  Whether  the 
$10  is  the  right  figure  is  something  that  we  would  be  happy  to 
work  with  the  committee  on  and  look  at. 

Mr.  Waxman.  Mr.  Moorhead. 

Mr.  Moorhead.  Thank  you,  Mr.  Chairman. 

I  would  like  to  call  your  attention  to  the  chart  that  is  over  there 
on  your  left.  Mr.  Thorpe,  on  this  chart  the  last  column  has  the  ad- 
ministration's estimated  costs  for  single  and  family  coverage  of  the 
Clinton  standard  benefits  package.  These  numbers  are  taken  from 
page  112  of  the  book.  Health  Security:  The  President's  Report  to 
the  American  People.  The  premium  for  single  coverage  is  $1,932 
and  that  for  family  coverage  is  $4,360. 

Let's  look  at  comparisons  which  are  consistent  with  the  testi- 
mony that  will  be  given  by  the  actuaries  from  Hewitt  Associates. 

Column  one  has  data  from  a  1992  HIAA  employer's  survey.  This 
data  was  adjusted  for  the  standard  benefits  package  and  for  the 
new  groups  receiving  coverage  from  the  alliances,  the  uninsured, 
early  retirees  and  Medicaid  recipients.  However,  this  analysis  is 
based  on  1992  dollars  unadjusted  for  inflation.  This  study  found 
the  cost  of  single  coverage  to  be  $1,980,  and  the  cost  of  family  cov- 
erage to  be  $4,980.  This  is  14  percent  above  the  administration  es- 
timate. 

Column  two  presents  results  from  a  1993  KPMG  Peat-Marwick 
study.  Again,  this  data  is  adjusted  to  reflect  the  administration's 
standard  benefits  package  and  is  adjusted  for  coverage  of  the  unin- 
sured, early  retirees  and  Medicaid  recipients.  However,  this  analy- 
sis is  based  on  unadjusted  1993  dollars.  This  study  estimated  the 
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cost  of  single  coverage  at  $2,064  and  family  coverage  at  $5,448. 
This  is  25  percent  above  the  administration's  estimate. 

Finally,  column  four  presents  the  premiums  from  two  plans  of- 
fered in  the  Federal  Employees  Health  Care  Program.  The  package 
of  benefits  offered  in  these  plans  are  not  nearly  as  rich  as  the  ad- 
ministration's standard  package,  particularly  in  the  mental  health 
and  substance  abuse  areas.  In  addition,  these  premiums  are  not 
adjusted  for  the  coverage  of  the  uninsured  and  early  retirees. 

The  Maryland  IPA  is  an  HMO.  Its  premiums  are  26  percent 
above  the  administration's  estimate.  BACE  is  a  mixed  plan  with 
fee-for-service  and  a  pro  option  is  available  only  to  the  congres- 
sional employees,  which  has  a  much  younger  demographic  mix 
than  the  general  population.  Its  premiums  are  31  percent  above 
the  administration's  estimates. 

Mr.  Thorpe,  these  estimates  are  just  representative  of  many  oth- 
ers. Can  all  of  the  actuaries  in  the  United  States  be  wrong?  Every 
actuary  who  has  priced  your  benefits  plan  has  produced  estimates 
which  are  significantly  higher. 

Let  me  ask  you  some  questions.  Has  the  office  of  HCFA  actuaries 
supplied  you  with  an  actuarial  memorandum  verifying  your  cost  of 
estimates?  If  so,  would  you  make  it  available  to  this  committee? 

Mr.  Thorpe.  I  would  be  happy  to. 

Mr.  MooRHEAD.  Has  it  supplied  you  with  one? 

Mr.  Thorpe.  I  am  not  sure  exactly  what  that  is.  Yes,  these  esti- 
mates were  produced  by  our  OfiRce  of  the  Actuary  and  completed 
by  our  Chief  Actuary. 

Mr.  MooRHEAD.  Have  any  of  your  microsimulation  models  of  ac- 
tual expenditure  data  been  verified  against  actual  premium  and 
cost  data  to  determine  the  validity  and  reliability  of  the  models? 

Mr.  Thorpe.  Yes.  In  fact,  very  early  on  in  our  exercise  we  did 
a  reconciliation  exercise  looking  at  the  standard  option  Blue  Cross/ 
Blue  Shield  plan  within  the  Federal  health  plan.  We  had  the  Office 
of  the  Actuary  as  well  as  AHCPR  within  HHS  reconcile  the  experi- 
ence within  the  Federal  health  plan  to  their  premium  estimates, 
and  it  was  an  interesting  exercise  because  one  could  see  quite  visi- 
bly why  one  would  come  up  with  different  estimates  based  on  a  na- 
tionally represented  sets  of  premium  estimates,  which  is  what  we 
are  doing  for  all  populations  versus  another  set  of  estimates  which 
are  based  on  a  sample  of  individuals  who  have  specific  demo- 
graphics which  include  retirees,  annuitants,  and  so  on. 

Mr.  MOORHEAD.  Could  you  make  those  available  to  us? 

Mr.  Thorpe.  Be  happy  to. 

[The  information  follows:] 
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DEPARTMENT  OF  HEALTH  A  HUMAN  SERVICES 


Memorandum 


HMithCar* 

Financing  I  Administfation 


Date      March  9,  1993 

Ffon>      Chief  Actuary 

Health  Care  Financing  Administration 

Subject   Reconciliation  of  Mlcrosimulation  Results— .INFORMATIWI  ; 


Ken  Thorpe 

Deputy  Assistant  secretary  for  Health  Policy,  ASPE 


Introduction 

The  Office  of  the  Actuary  (OACT)  has  completed  a  series!  of 
comparisons  related  to  our  Special  Policy  Analysis  Model 
(SPAM).    These  comparisons  stenuned  from  the  recent 
calibration  exercise  in  which  we  were  asked  to  simulate!  the 
Blue  Cross  /  Blue  Shield  (BC/BS)  Standard  Option  plan  o!f  the 
Federal  Employees  Health  Benefit  (FEHB)  program.    Suboejiuent  to 
the  exercise,  we  compared  (1)  the  output  of  the  SPAM  model  with 
premiums  for  the  FEHB  BC/BS  Standard  Option  Flan;   (2)  net 
premiums  for  FEHB  BC/BS  Standard  Option  and  Conventional  Plans 
reported  by  the  Health  Insurance  Association  of  Americaj  (HIAA); 
and  (3)  SPAM  output  with  National  Health  Expenditure  (NHE) 
projections  and  population  projections.  / 

Our  conclusion  is  that  the  SPAM  model  produces  an  appropriate 
level  of  benefits.    SPAM  results  are  consistent  with  the  actual 
experience  of  the  FEHB  BC/BS  plan  after  adjustment  for 
demographic  composition  of  the  populations;  the  small 
differences  that  remain  are  attributable  to  coverage  / 
differences  and  other  factors  such  as  geographic  dispersion. 
Further,  the  results  seem  appropriate  when  compared  to  HIAA 
data,  and  are  internally  consistent  with  the  national  health 
accounts. 

SPAM  compared  with  FEHB 

A  face-value  comparison  of  SPAM  output  with  the  FEHB  BC/BS 
Standard  Option  premium  suggests  that  SPAM  output  is 
significantly  understated.    The  SPAM  per-capita  cost  for  the 
169  million  persons  covered  in  the  calibration  exercise^  is  $968 
in  1994.     In  contrast,  the  1993  FEHB  BC/BS  Standard  Option  Plan 
premi\im  Is  $2096  for  Self -only  and  $4404  for  families.  : 
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However,  that  conparlson  above  is  distorted  by  characteristics  i 
of  the  FEHB.    First,  a  substantial  number  of  the  persons  ! 
covered  by  the  FEHB  BC/BS  Standard  Option  are  annuitants,  and  a 
significant  portion  of  those  are  elderly  without  Medicare 
coverage.    In  contrast,  the  calibration  exercise  specifically 
excluded  the  elderly  and  those  in  insurance  families  without  a  I 
full-time  employed  adult.    Second,  the  average  age  of  t:he  . 
policy  holders  in  the  FEHB  plan  is  greater  than  the  average  age  | 
of  the  family  heads  in  the  SPAM  calibration  run. 

To  determine  the  magnitude  of  these  factors'  effects,  t^e  first 
obtained  FEHB  BC/BS  Standard  option  enrollment  data  from  the 
Office  of  Personnel  Management  (0PM) .    These  data  show  Ithat 
348,000  of  the  633,000  Self-only  enrollees  are  over  agei  65; 
54,000  of  them  do  not  have  Medicare.    For  Family  coverage, 
300,000  of  the  824,000  contracts  are  held  by  persons  oyer  age 
65  and  46,000  of  those  are  without  Medicare  coverage. 

Next,  we  developed  per-contract  costs  from  the  SPAM  to  japply  to  | 

the  FEHB  enrollment  data.    To  proxy  active  Federal  workers  and  • 

their  families,  we  used  SPAM  insurance  families  vlth  or^loyesr 

sponsored  insurance  (regardless  of  industry)  where  at  laast.  pfm 

adult  worked  and  was  not  on  Medicaid.    To  proxy  Federal^  '< 

annuitants  and  their  families,  we  used  SPAM  insurance  famillM 

where  at  least  one  adult  was  retired  with  employer- sponsored 

insurance  and  not  on  Medicaid.    To  simulate  benefits  (either 

Self-only  or  Family)  under  active  workers'  policies,  we; 

combined  private  health  insurance  benefits  and  out-of-^cket 

expenses  from  the  SPAM  file.    We  used  that  same  definition  of 

expenses  for  annuitants  with  Medicare  coverage,  simulating  FEHB 

secondary  coverage.    For  annuitants  without  Medicare  coverage, 

we  added  Medicare  benefits  from  the  SPAM  file,  simulating 

coverage  by  FEHB  of  those  annuitants'  total  covered  health  care 

costs. 

When  weighted  by  FEHB  enrollment,  the  SPAM  output  closely 
resembles  the  actual  figures  from  0PM.    The  SPAM  result;  was 
slightly  high  for  Self-only  policies  and  slightly  low  fjor 
Family  policies  (Attachment  1).     SPAM  produced  an  average 
annual  cost  of  $2296  per  Self -only  policy,  compared  to  the 

BC/BS  cost  of  $2121.  SPAM  produced  an  average  annual  cost  of  i 
$410-  .or  Family  policies,  compared  to  the  BC/BS  cost  of  $4457.  | 
The  lighted  average  of  Self-only  and  Family  BC/BS  policies  is  | 
within  4  percent  of  the  same  weighted  average  from  SPAM.     About  j 

i 

I 

I 
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half  of  the  difference  is  accounted  for  by  FEHB  BC/BS  dental 
coverage.  Dental  coverage  was  specifically  excluded  from  the 
calibration  exercise.     In  addition,  the  differences  in  the 
figures  reflect  the  (possibly)  atypical  geographic  distribution 
of  Federal  employees  and  annuitants,  differences  in  family 
size,  and  many  other  factors. 

FEHB  compared  with  HIAA 

Having  reconciled  SPAM  with  ^EHB  BC/BS  Standard  Option,;  we  next 
compared  FEHB  BC/BS  Standard  Option  with  HIAA  Conventicjnal  Plan 
net  premiums.    This  step  provides  a  further  "real  world"  check 
for  reasonableness.    Unfortunately,  detailed  informatidn  on 
populations  covered,  benefit  packages,  and  cost-sharing 
provisions  is  not  available,  permitting  only  the  grossejst  of 
comparisons.    It  appears  that  FEHB  BC/BS  Standard  Optioln  net 
premiums  in  1991  were  quite  high  compared  to  those  of  all 
Conventional  Plans  in  the  HIAA  data  base  (Attachment  2);. 
Within  the  limits  of  the  data,  this  comparison  suggests!  that 
the  SPAM  produced  an  appropriate  premium  for  the  policy: 
evaluated.    This  suggestion,  of  course,  is  valid  provided  that.^ 
the  policy  were  being  sold  only  to  employed  workers  andl  their  * 
families  under  the  age  of  65  with  no  selection  bias.  Ml'  . 
specified  in  the  calibration  exercise. 

SPAM  compared  with  NHE 

The  third  comparison  we  made  was  an  internal  consistency  check 
on  the  output  of  the  SPAM.    We  expressed  the  aggregate  SPAM 
results  for  private  insurance  and  out-of-pocket  health  , 
expenditures  from  the  calibration  exercise  as  proportions  of 
total  private  and  out-of-pocket  health  expenditures  from  the 
NHE  projections.    We  then  compared  this  proportion  with-  the 
proportion  of  the  total  population  covered  in  the  calibration 
exercise.    The  SPMS  aggregate  dollar  estimates  constitute 
57.8  percent  of  private  insurance  and  out-of-pocket  payments, 
and  the  population  covered  constitutes  64.0  percent  of  the 
total  population.    We  felt  these  figures  were  consistent, 
considering  that  the  population  covered  by  the  calibration 
exercise  includes  people  most  likely  to  have  high  levels  of 
private  insurance  coverage.    These  are  also  the  people  most 
likely  to  be  healthy  compared  to  the  elderly  and  the  not-fully- 
employed  young  in  the  remaining  population. 
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Conclusion 


Based  upon  these  comparisons,  we  feel  comfortable  with;  the 
ability  of  SPAM  to  produce  accurate  results.    The  comparisons 
suggest  that  the  model  output  is  reasonable.    Ho%rever^  I  we  are 
continuing  to  refine  the  model,  but  these  refinements  fall 
under  the  general  heading  of  "fine  tuning"  rather  thani "major 
repair." 

'^^^^/^ 
Guy^ing  <J 


Attachment  It    Reconciliation  with  FEHB  BC/BS  Standard j Option 
plan 

Attachment  2:    Comparison  of  FEHB  BC/BS  Standard  Option  and 
HIAA  Conventional  Plan  Met  Premiums 

Attachment  3:    Comparison  of  population  and  spending  aaounts 
based  upon  NHE  projections 
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Comparison  of  Conventional  Insurance  Plan  Net  Prent'iums 
with  FEHB  BC/BS  Standard  Option  Net  Premiums  1991 


FEHB  BC/BSi' 

HIAA  Convent! onal2' 


Family 

$3402 

$3121 


Individual 
$1619 
$132S 


^'    Loss  ratio  of  .92  provided  by  OPM  actuaries 
Loss  ratio  of  .741  provided  by  A.M.  Best 
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1994  PROJECTIONS 

PERSORAL  PRIVJITE  PHI  OOP  OPVT  PHI+OOP 

PERSONAL      890210  473988  257807  185725  30456  443532 

-DENTAL      43634  41952  16985  22967  0  419S2 

•HKAs          14220  3314  919  1503  892  2422 

-SNFS          83214  36119  850  33825  1444  34675 

-DURBLS        7508  5490  648  4843  0  5490 

-N0N-8Z      28047  28047  0  28047  0  28047 


TOTALS         713587 .  ,359066      236406  94541 
SIMULATION  FOR  WORKING  <65 


%  o£  tots 


153223' 
64.8% 


38046 
40.2% 


28120  330946 


191269 
57.8% 


Table  5 

Population  counts  by  reason  for  disqualification 


Total 

Disqualified 
Age  65  or  older 
No  full -year  worker 
No  full-time  worker 
All  adults  on  Medicaid 

Qualified  family 


Families 
N  Weighted 
75,878  128,878 


32,198 
761 
618 


XXX 

52,814 
1,268 
991 


42,301  73,805 


People 
265,224 


30,422 
60,930 
1,554 
2,610 

169,708 


Source:  Health  Care  Financing  Administration,  Office  of  the 
Actuary 


KF03.eBLS3350.LIB.CNTL(SPAM9410) 
MFO 3 .  8  BLS 3  3 5  0 .  SPAM .  CL9  4 . 1 NSFAM .  SAS  ( CL94 ) 
9:59  TUESDAY,  FEBRUARY  23,  1993 
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Mr.  MOORHEAD.  I  have  noticed  with  the  Blues,  the  standard  op- 
tion is  quite  low  compared  to  the  others.  I  don't  quite  understand 
why  because  the  Blues  have  supplied  the  services  for  BACE,  which  i 
is  a  government-wide  health  plan,  and  BACE  is  not  able  to  make  ! 
an  agreement  with  them  for  this  year  that  was  reasonable  for  the  , 
members.  They  were  much — the  Blues  were  much  higher  than  the  | 
plan  they  got.  . 

Yet  when  they  listed  their  standard  option  it  is  below  what  I 
BACE  will  be.  I  don't  know  what  they  left  out  there  because  we  are 
all  considering  what  health  plan  to  take  ourselves.  I  know  you 
picked  the  cheapest  one  of  all  when  you  pick  what  the  standard  op- 
tion was  for  the  year.  If  you  look  at  their  higher  option  it  is  several 
times  as  high  as  anything  else,  and  there  must  be  some  strange 
reason  for  those  figures. 

Mr.  Thorpe.  In  general,  Mr.  Moorhead,  the  reasons  why  you  are 
going  to  see  and  we  will  see  as  well  in  the  upcoming  months  sev- 
eral dozen  estimates  of  this  benefit  package — I  would  make  basi- 
cally four  points. 

One  is  that  our  role  was  to  come  up  with  a  national  estimate 
based  on  a  national  average  for  people  covered  through  the  com- 
prehensive benefit  plan.  What  exists  in  the  rate  books  and  experi- 
ence of  others  who  are  making  these — estimates — are  the  experi- 
ence whether  regionally  based,  special  demographics,  et  cetera,  but 
the  demographics  and  the  average  experience  of  people  within  the 
Blue  Cross  plan,  Aetna,  large  companies  that  select  employee  bene- 
fits, corporations  or  consultants  because  they  have  high  costs  

Mr.  Moorhead.  We  have  the  figures  that  you  have  quoted. 
Aetna  is  higher  than  that  standard. 

Mr.  Thorpe.  One  of  the  reasons  is  because  their  demographic 
mix  is  higher  than  the  average  demographic  mix  that  we  are  insur- 
ing. That  would  be  the  first  thing  to  look  at  is  what  the  average 
demographics  are. 

Mr.  Moorhead.  But  your  cost  for  the  Nation  as  a  whole  will  be 
much  higher  than  the  coverage  we  get  on  the  Hill  because  the  ages 
here  are  much  lower  than  what  they  will  be  for  the  average  you 
have  to  cover. 

Mr.  Thorpe.  The  Washington  area  is  a  higher  cost  medical  mar- 
ket than  the  national  experience  is. 

My  second  point  is  that  you  are  looking  at  regional  estimates. 
Even  with  our  premium  estimates  you  are  going  to  see  substantial 
variations  in  the  cost  of  these  benefits  in  New  York  versus  Idaho. 

Mr.  Moorhead.  With  all  these  other  estimates  being  so  much 
higher  than  yours,  if  you  have  underestimated  the  cost  of  the  bene- 
fit package  by  25  percent,  what  does  that  do  to  the  plan's  financing 
and  premium  subsidies? 

Mr.  Waxman.  The  gentleman's  time  has  expired,  but  we  would 
like  you  to  give  an  answer  to  that  question. 

Mr.  Thorpe.  First  of  all,  again,  that  is — our  baseline  for  this  esti- 
mate is  the  National  Health  Accounts  so  our  comprehensive  benefit 
package  is  pegged  to  the  National  Health  Accounts.  So  we  think  al- 
most definitionally — and  when  you  see  CBO  come  up  with  their  es- 
timates, their  estimates  would  be  pegged  to  their  national  health 
account  baseline  which  is  supposed  to  be  nationally  represented 
over  the  entire  population. 
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Our  best  estimate  is  what  you  see  in  front  of  you.  It  includes  a 
nationsd  definition  of  who  is  covered.  It  pulls  out  of  the  premium 
estimate  uncompensated  care  as  the  statute  dictates.  It  also  brings 
in  uninsured  individuals  at  cost,  which  is  another  saving.  It  ex- 
cludes annuitants  from  the  premium  cost  which  is  typically  found 
in  rate  books  of  most  insurers.  We  think  this  is  the  best  estimate 
based  on  the  population  we  are  supposed  to  be  insuring  and  esti- 
mating for. 

Mr.  MOORHEAD.  That  wasn*t  the  question.  The  question  was,  if 
it  is  supposed  to  be  more  in  line  with  these  estimates,  your  25  per- 
cent off.  What  does  that  do  to  the  plan's  financing  and  subsidies? 

Mr.  Thorpe.  We  haven't  made  a  calculation  of  a  25  percent  high- 
er premium,  so  I  couldn't  answer  that  specifically  for  you  now,  Mr. 
Moorhead. 

Mr.  Waxman.  Thank  you,  Mr.  Moorhead. 

Mr.  Wyden. 

Mr.  Wyden.  Let  me  apologize  for  coming  in  late.  I  don't  know  if 
you  were  here  earlier,  but  I  have  a  special  interest  in  this  situation 
in  the  private  sector,  particularly  proportional  distribution.  How 
much  money — ^and  let's  start  just  on  the  private  sector  side — ^will 
the  new  participants  in  the  health  insurance  risk  pool  be  contribut- 
ing? 

We  essentially  have  a  significant  number  of  new  people  in  the 
private  sector  paying  in.  How  many  of  them  are  there  and  how 
much  more  are  they  going  to  pay? 

Mr.  Thorpe.  We  are  working  on  those  statistics.  Let  me  see  if 
I  understand  your  question.  It  sounds  like  if  I  am  correct  you  are 
interested  in  the  change  in  spending  by  the  business  sector,  the 
household  sector  and  the  government. 

Mr.  Wyden.  I  want  to  know  who  is  going  to  be  paying  directly 
for  health  coverage  after  the  mandate  that  wasn't  paying  directly 
before  the  mandates.  Who  are  they?  How  many  of  them  are  there? 
And  how  much  they  are  paying  in? 

Mr.  Thorpe.  Let  me  start  with  a  couple  of  populations.  First,  is 
that  if  you  look  at  individuals  who  receive  employer-sponsored  in- 
surance throughout  the  year,  this  is  about  40  million  families, 
something  on  the  order  of  95  million  individuals.  If  you  look  at 
what  they  pay  today  versus  what  they  will  pay  under  reform,  what 
the  analyses  suggest  is  that  in  1994,  if  the  plan  were  implemented 
immediately,  that  approximately  70  percent  of  those  individuals 
would  pay  the  same  or  less  for  similar  benefits  and  that  on  average 
throughout  the  year  the  average  person  who  saves  money  would 
save  about  $738  per  year. 

Mr.  Wyden.  Seventy  percent  under  your  projections  would  save 
on  the  average  $738  per  year? 

Mr.  Thorpe.  The  70  percent  figure  are  people  who  would  spend 
the  same  or  less.  Of  those  who  spend  less,  they  would  save — ^their 
average  savings,  if  you  will,  would  be  $738  per^year. 

Mr.  Wyden.  Of  the  70  percent  how  many  would  spend  less? 

Mr.  Thorpe.  I  think — ^why  don't  we  keep  on,  and  I  will  have 
somebody  tell  me.  I  do  have  that  with  me. 

Mr.  Wyden.  That  would  be  very  attractive  and  powerful.  If  a  sig- 
nificant number  of  people  in  this  country  have  their  health  spend- 


80 


ing  reduced  by  $738  per  year,  people  like  myself  who  feel  the  Presi- 
dent is  headed  in  the  right  direction  would  sure  like  to  know  it. 

Mr.  Thorpe.  Of  the  entire  40  million  families,  15  percent  of  them 
would  save  $1,000  or  more  per  year.  You  look  at  this  after  the  plan 
is  fully  implemented  in  the  year  2000,  and  you  get  both  the  cov- 
erage and  cost  containment  pieces  of  this  in  operation,  that  some- 
thing more  than  70  percent  would  spend  the  same  or  less — ^we  have 
estimated  72  percent  and  in  1994  dollars  the  average  savings  is 
$1,075.  By  that  year  23  percent  of  all  families,  that  is  of  the  40  mil- 
lion families  that  we  have  been  working  with,  that  23  percent  of 
them  would  save  $1,000  or  more  by  that  year. 

Mr.  Wyden.  Of  the  30  percent  who  are  going  to  be  paying  more, 
according  to  your  projections,  how  much  more  do  you  believe  they 
will  average  in  payment? 

Mr.  Thorpe.  That  30  percent  falls  into  two  groups.  About  half 
are  getting  more  comprehensive  and  better  benefits;  the  rest  are 
receiving  similar  benefits.  The  average  yearly  expenditures  among 
those  spending  more  would  be  $290.  So  for  the  savers,  it  is  $738 
per  year.  For  those  individuals  that  spend  more,  probably  for  the 
more  comprehensive  benefits,  they  would  spend  about  $290  per 
year  more. 

Mr.  Wyden.  What  kind  of  people  are  going  to  be  paying  less? 

Mr.  Thorpe.  The  kind  of  people  that  are  going  to  be  paying  less 
are  essentially  many  individuals  who  work  in  smaller  firms  that 
have  policies  with  high  administrative  costs.  There  are  a  lot  of  low- 
income  individuals  from  particular  families  that  are  going  to  be 
paying  less  because  of  lower  administrative  costs.  Individuals  that 
in  today's  market  that  because  they  have  become  sick  or  had  a  bad 
experience  and  are  making  an  experience-rated  premium  that  is 
quite  high  will  save  money.  Those  are  the  ones  that  immediately 
come  to  mind. 

The  ones  that  will  be  paying  more  are  largely  individuals  that 
in  today's  market  have  been  able  to  seek  out  insurance  companies 
because  they  are  healthy,  get  to  negotiate  low  rates,  which  are 
transient  in  nature  because  the  minute  they  become  ill  those  rates 
go  through  the  roof.  So  the  savings  in  that  sense  are  somewhat  il- 
lusory because  they  are  not  stable.  That  gives  you  some  sense  of 
who  these  individuals  are. 

Mr.  Wyden.  I  would  just  pass  on  that  the  sooner  that  you  all  can 
sharpen  these  figures — ^because  people  really  want  to  know  how 
many  billions  of  dollars  in  the  aggregate  are  going  to  be  contrib- 
uted by  employers  and  employees  as  a  result  of  the  mandate  and 
who  is  going  to  win  and  who  is  going  to  lose.  To  the  extent  that 
you  all  can  sharpen  these  numbers  up  this  is,  in  my  view,  going 
to  be  one  of  the  two  or  three  things  that  really  drive  this  debate. 

What  I  have  been  concerned  about  and  Dr.  Rivlin  was  here,  and 
somebody  whom  I  have  enormous  respect  for,  all  the  discussion  is 
always  on  the  government  side.  You  know,  we  had  two  or  three 
pages  full  of  government  savings  and  projections  and  then  there  is 
a  sentence  saying  74  percent  of  the  money  comes  from  the  private 
sector.  That  is  the  area  where  we  don't  have  the  specificity,  so  we 
look  forward  to  working  with  you  closely  on  this. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden. 
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Dr.  Thorpe,  we  appreciate  you  being  with  us  and  answering  the 
questions.  We  may  have  other  questions  for  you  to  respond  to  in 
writing  for  the  record  and  would  appreciate  it  if  you  would  do  so. 

We  nave  been  summoned  to  the  House  Floor  to  vote.  We  will  re- 
cess for  as  long  as  it  takes  to  get  there,  and  come  right  back. 

[Brief  recess.] 

Mr.  Waxman.  Our  final  panel  today  consists  of  three  witnesses 
from  outside  government.  Gail  Wilensky  is  a  Senior  Fellow  at 
Project  HOPE.  She  was  the  health  and  welfare  policy  advisor  to 
President  Bush  and  was  Administrator  of  the  Health  Care  Financ- 
ing Administration  from  1990  to  1992.  Dale  Yamamoto  is  the  Chief 
Health  Actuary  for  Hewitt  Associates.  He  is  accompanied  by  Frank 
McArdle,  Manager  of  the  Research  Group.  Kenneth  Abramowitz  is 
a  Senior  Research  Analyst  with  Sanford  C.  Bernstein  and  Com- 
pany. 

Thank  you  all  for  being  here  today.  Your  prepared  statements 
will  be  included  in  the  record  in  full.  We  would  like  to  ask  each 
of  you  to  limit  your  oral  presentation  to  no  more  than  5  minutes 
so  we  have  a  full  opportunity  for  questions  and  answers. 

Dr.  Wilensky. 

STATEMENTS  OF  GAIL  R.  WILENSKY,  SENIOR  FELLOW  AT 
PROJECT  HOPE;  DALE  H.  YAMAMOTO,  CHIEF  HEALTH  CARE 
ACTUARY,  HEWITT  ASSOCIATES,  ACCOMPANIED  BY  FRANK 
McARDLE,  RESEARCH  GROUP  MANAGER;  AND  KENNETH  S. 
ABRAMOWITZ,  HEALTH  CARE  ANALYST,  SANFORD  C.  BERN- 
STEIN &  COMPANY 

Mr.  Waxman.  Dr.  Wilensky. 

Ms.  Wilensky.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
here  in  front  of  you  again  and  to  have  the  opportunity  to  testify. 

I  will  summarize  my  comments  by  making  some  observations 
about  the  financing  of  the  administration's  proposal  as  it  relates  to 
Medicare,  Medicaid,  overall  spending  rates  and  accuracy  with  re- 
gard to  previous  attempts  to  forecast  expenditures.  I  know  you 
have  gone  through  many  hours  of  testimony  with  regard  to  the  ad- 
ministration's proposal,  and  so  I  only  want  to  touch  on  some  of  the 
highlights. 

First  let  me  comment  on  the  basic  funding  from  the  public  sector 
side,  that  is  the  $124  billion  that  is  due  to  come  from  Medicare  and 
the  $65  billion  that  is  due  to  come  from  Medicaid  financing.  There 
is  an  additional  $40  billion  that  will  come  from  other  government 
sources. 

I  regard  the  amounts  that  are  being  taken  from  Medicare  as  of 
sufficient  concern  to  want  to  raise  these  for  your  consideration.  The 
administration  has  said  that  mostly  it  is  taking  away  from  moneys 
that  used  to  go  for  uncompensated  care  which  would  no  longer  be 
an  issue  if  everybody  had  insurance. 

But  as  I  look  at  the  $124  billion  that  does  not  seem  to  be  the 
case  at  all.  Well  over  hsdf  seems  to  be  directed  to  provider  pay- 
ments, another  portion  to  utilization.  This  is  on  top  of  the  $56  bil- 
lion reduction  in  baseline  spending  that  was  included  in  the  eco- 
nomic plan. 

If  there  was  an  interest  and  desire  to  change  the  nature  of  the 
Medicare  program,  to  change  the  benefits,  to  change  the  population 
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served  or  to  change  the  fundamental  incentives,  it  might  be  pos- 
sible to  talk  about  amounts  as  large  as  $124  billion,  amounts  a^ 
large  at  $180  billion;  but  under  the  present  circumstances  where 


in  fact  the  benefits  expanded,  that  seems  to  be  an  unreasonable 
and  unwise  thing  to  do  and  a  very  impolitic  thing  to  do,  but  I  will 
leave  that  to  your  decisions. 

It  is  not,  however,  something  that  will  simply  come  because  un- 
compensated care  will  no  longer  be  relevant. 

With  regard  to  Medicaid,  I  am  personally  less  troubled  in  large 
part  because  of  the  substantial  amount  of  money  that  is  provided 
from  the  disproportionate  share  payments,  an  issue  that  I  have  had 
many  discussions  with  you  on  in  the  past. 

But  there  are  some  areas  where  I  have  some  concern.  The  first 
has  to  do  with  the  assumption  that  a  95  percent  cap  would  be  ade- 
quate to  start  the  funding  in  the  alliance  for  Medicaid  individuals. 
I  would  presume  that  that  is  also  something  that  would  cause  you 
distress  and,  in  addition,  having  the  Medicaid  increases  be  subject 
to  the  CIP  cap  will  put  an  enormous  amount  of  strain  on  the  popu- 
lations that  have  been  served,  traditionally  populations  that  have 
had  a  variety  of  special  needs. 

Spending  rates  being  presumed  as  appropriate  for  the  United 
States.  This  is  an  issue  that  you  have  heard  before,  so  I  only  want 
to  mention  it  quickly  in  passing.  What  is  being  presumed  is  that 
the  United  States  can  go  from  a  situation  where  it  has  had  very 
high  rates  of  spending  increase,  rates  that  have  caused  us  all  con- 
cern, to  a  point  where  it  will  have  lower  rates  of  spending  increase 
than  any  western  industrialized  country,  substantially  less  than 
Germany,  than  the  United  Kingdom  and  Canada. 

We  all  want  to  see  spending  rates  reduced.  I  think  it  is  possible 
by  changing  incentives  to  do  so.  But  I  think  the  notion  of  going  to 
CPI,  which  is  the  most  stringent  measure  of  inflation  there  is,  in 
3  years  in  the  private  sector,  is  unreasonable  and  unwise,  and  I 
don't  think  it  will  happen  no  matter  what  the  legislation  says. 

The  fourth  point  has  to  do  with  our  ability  to  correctly  predict 
program  changes.  This  is  an  area  where  you  have  had  more  than 
experience  than  I  have,  but  in  my  few  years  of  Government  it  is 
clear  to  me  that  even  with  the  best  of  intentions  and  the  best  of 
predictions  by  HCFA,  by  0MB,  by  CBO,  our  ability  to  predict  has 
been  dismal  at  best. 

Our  errors  are  almost  uniformly  of  a  single  direction.  That  is,  we 
tend  to  underestimate  spending  and  overestimate  savings,  and 
when  you  are  talking  about  amounts  that  are  as  great  as  what  is 
being  envisioned  in  health  care  reform  that  is  something  to  make 
you  stop  and  pause. 

It  is  particularly  difficult  because  of  the  entitlement  caps  that 
will  be  in  place.  They  will  put  enormous  stress  on  the  alliances,  the 
purchasing  groups  and  on  the  beneficiaries  that  will  be  covered. 
The  promise  of  new  benefits  seems  to  me  greater  than  anything 
that  we  can  deliver  in  the  amount  of  time  and  the  amount  of 


the  benefits  and  in  the 


and  the  population  are  the  same. 
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money  that  has  been  proposed,  and  that  while  we  all  want  to  see 
health  care  reform,  promising  more  than  we  are  prepared  to  deliver 
and  getting  there  faster  than  seems  likely  appears  to  be  a  very  un- 
wise move. 
Thank  you. 

Mr.  Waxman.  Thank  you,  Dr.  Wilensky. 
[The  following  article  was  submitted:] 


Clinton's  Tooth-Fairy 
Financing 

By  Gail  R.  Wilensky 


Even  President  Clinton's  supporters  say  his 
proposal  to  finance  health  reform  is  politically 
unrealistic.  It's  that  —  and  more.  His  plan  to  raise 
$441  billion  over  five  years  would  reduce  services 
to  elderly  and  poor  Americans,  assumes  savings 
unmatched  anywhere  in  the  Western  world,  and 
ignores  the  federal  government's  dismal  track 
record  in  forecasting  what  new  benefits  will  cost. 


The  health  care  reform 
debate  began  in  earnest 
with  President  Clin- 
ton's address  to  a  Joint 
session  of  Congress  on 
September  22.  1993.  In  his  speech, 
widely  regarded  as  an  impassioned, 
well<rafted  call  to  action,  the  Pres- 
ident announced  six  principles  un- 
derlying health  care  reform:  sav- 
ings, security,  simplicity,  choice, 
quality,  and  responsibility.  In  the 
initial  public  announcement  and 
in  subsequent  comments,  the  Pres- 
ident has  repeatedly  said  that  ev- 
er>'thing  except  the  fundamental 
concepts  of  universal  access  and 
shared  responsibility  is  "on  the  ta- 
ble" for  negotiation,  thus  signal- 
ling his  willingness  and  desire  to 
negotiate  a  bipartisan  solution. 

The  President's  formal  call  for 
health  reform  has  been  met  by 
what  can  only  be  described  as  an 
initial  round  of  euphoria,  with 
pledges  of  bipartisanship  and  gen- 
eralized support  from  the  Repub- 
lican and  Democratic  leadership 
in  Congress  and  the  leaders  of 
most  interest  groups.  While  there 
can  be  some  debate  about  how 
deep  that  support  actually  is, 
there  is  little  doubt  that  the  mood 
in  Washington  and  in  the  coun- 
try is  to  make  a  serious  attempt  to 


resolve  some  of  the  difTicult  is- 
sues of  health  care  reform. 

Critical  Differences 

Despite  this  genuine  sense  of 
good  will,  however,  there  are  criti- 
cal issues  separating  the  Administra- 
tion and  the  congressional  Demo- 
cratic leadership  from  the  Republi- 
can leadership  and  conservative 
Democrats,  more  than  might  be  dis- 
cerned from  the  current  rhetoric. 
Most  notably  these  include  the  Ad- 
ministradon's  proposal  for  an  em- 
ployer mandate,  with  its  80/20  fi- 
nancing split;  a  spending  limit  en- 
forced by  insurance  premiiun  caps; 
and  a  highly  regulatory  version  of  a 


National  Health  Board  and  Health 
Alliance  structure.  These  policies  are 
not  as  readily  negotiable  as  the>-  ap- 
pear on  the  surface,  yet  each  will 
have  to  be  dealt  with  before  legisla- 
tion c4n  be  completed. 

Despite  the  critical  issues  that 
separate  leadership  Democrau 
from  Republicans  and  consen-auve 
Democrats,  there  is  one  issue  on 
which  there  is  little  disagreement: 
the  President's  financing  strategy. 
Analysts  may  differ  about  the  ratio- 
nale underlying  the  President's 
plan,  the  [>otential  impact  on  the 
deficit,  or  the  expected  levels  of 
spending  or  savings,  but  a  high  lev- 
el of  skepticism  regarding  the  reli- 
ability and  the  feasibility  of  the  fi- 
nancing estimates  seems  to  be  near- 
ly universal. 

A  thorough  critique  of  the  fi- 
nancing proposal  is  beyond  the 
scope  of  this  article.  What  I  have 
attempted  to  do  here  is  review 
what's  being  prop>osed;  explore  the 
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politics  and  substance  of  Medicare 
and  Medicaid  cuts;  make  interna- 
tional comparisons  with  proposed 
spending  caps;  outline  the  poten- 
tial for  underestimating  spending 
and  overestimating  savings;  and 
review  the  pros  and  cons  of  the 
Clinton  strategy,  which  I  prefer  to 
call  "funding  by  the  tooth  fairy." 

The  Clinton  Proposal 

According  to  Administration  es- 
timates, the  Clinton  health  care 
plan  will  cost  $700  billion  to  im- 
plement over  a  five-year  period. 
The  Administration  proposes  to 
pay  for  these  expenditures  by  shift- 
ing $239  billion  in  Medicare  and 
Medicaid  expenditures  to  the  pri- 
vate sector  via  the  employer  man- 
date strategy  and  to  raise  $441  bil- 
lion dollars  over  the  five-year  peri- 
od. 

Of  the  $441  billion  the  Admin- 
istration would  raise  to  pay  for  the 
plan,  $285  billion  comes  from  sav- 
ings on  federal  health  care  pro- 
grams and  $156  billion  from  in- 
creased revenue  sources.  The  spe- 
cific federal  savings  proposals  are 
shown  in  Figure  1. 

The  mechanism  used  to  gener- 
ate the  savings  in  .Medicare  and 
Medicaid  is  a  government-imposed 
cap  on  the  growth  in  health  care 
spending  under  these  two  pro- 
grams. Unlike  previous  discussions 
of  spending  caps,  which  sought  to 
limit  the  rate  of  growth  in  certain 
areas  of  public  programs,  the  Clin- 
ton Administration  is  proposing  to 
place  a  cap  on  the  growth  rates  of 
Medicare  and  Medicaid  spending 
as  well  as  on  the  growth  rate  of 
private  health  insurance  premiums. 
The  caps  for  both  the  public  pro- 
grams and  the  pri\-ate  health  insur- 
ance premiums  phase  in  over  a 
three-  and  five-year  period,  respec- 
tively. When  fully  phased  in,  the 
growth  rates  in  spending  will  be 
limited  to  the  Consumer  Price  In- 
dex (CPI)  plus  the  annual  popula- 
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lion  growth.  Applying  these  caps  is 
expected  to  slow  the  growth  rate 
in  Medicare  from  11.6  percent  in 
fiscal  year  1994  to  4.1  percent  in 
fiscal  year  2000,  producing  $124 
billion  in  savings  that  can  be 
"scored"  or  counted  by  the  Con- 
gressional Budget  Office  (CBO) 
over  five  years.  Similarly,  spending 
caps  will  slow  the  growth  rate  in 
Medicaid  spending  from  16.5  per- 
cent to  4.1  percent  in  fiscal  year 
2000,  generating  $114  billion  in 
total  Medicaid  savings  over  five 
years.  The  impact  of  the  caps  on 
growth  rates  and  the  spending  and 
savings  generated  under  both 
Medicare  and  Medicaid  are  shown 
in  Figure  2  (see  p.  16). 

Similarly,  the  application  of  the 
cap  slows  the  rate  of  growth  of  pri- 
vate health  care  insurance  premi- 
ums from  7.4  percent  to  3.5  per- 
cent by  fiscal  2000. 

Politics  and  Substance 

The  success  of  the  Clinton 
health  care  reform  plan,  as  it  is 
currently  outlined,  depends  on 
implementing  unprecedented  cuts 
in  Medicare  and  Medicaid  financ- 
ing; savings  of  $285  billion,  or  two- 
thirds  of  the  plan's  financing, 
comes  from  cuts  in  public  pro- 


Figure  1 

Federal  Savings 

Medicare  SI 24  billion 

Medicaid  $114  billion 

Other  Federal     $47  billion 

Totals  $285  billion 

(FY  1996-2000) 

Additional  Tax  Revenue 

Tobacco  Taxes  $105  billion 
Personal 
Income  Tax      $51  billion 

Total:  $156  billion 

(FY  1996-2000) 


grams,  mostly  Medicare  and  Med- 
icaid. 

Dut  the  political  likelihood  of 
savings  even  approaching  this  lev- 
el is  very  low.  Furthermore,  it  can 
be  argued  that  cuts  of  this  magni- 
tude would  be  highly  undesirable 
on  substantive  grounds,  at  least  as 
currently  configured. 

First  the  politics.  It  barely  has 
been  three  months  since  the  Presi- 
dent's budget  plan  was  passed  into 
law.  Negotiating  the  $56  billion 
dollars  worth  of  cuts  in  Medicare 
and  Medicaid  for  that  proposal  was 
extremely  painful,  for  Democrats 
even  more  than  for  Republicans. 
Earlier  proposals  by  the  Senate  for 
reductions  exceeding  $70  billion 
were  derailed  by  the  liberals  in  the 
House  and  Senate,  and  the  likeli- 
hood of  getting  this  Congress  to 
consider  seriously  additional  cuts 
of  $124  billion  is  extremely  low. 
Even  in  a  town  where  arm-twisting 
has  been  elevated  to  an  art  form, 
there  are  limits  to  what  political 
persuasion  or  threats  can  accom- 
plish. 

Furthermore,  the  desirability  of 
Medicare  cuts  of  the  level  being 
proposed  is  highly  questionable, 
unless  accompanied  by  other 
changes.  It's  important  to  note  that 
the  Clinton  Administration  has  not 
proposed  limiting  the  benefits  un- 
der Medicare.  In  fact,  it  is  propos- 
ing an  expansion  of  benefits  to  the 
elderly,  in  large  part  financed  by 
the  proposed  cuts.  The  Adminis- 
tration also  is  not  proposing  to  re- 
duce the  size  of  the  population  now 
served  by  the  Medicare  program 
by  changing  eligibility  criteria.  Fi- 
nally, it  is  not  proposing  to  funda- 
mentally change  the  incentives  fac- 
ing either  Medicare  beneficiaries 
or  the  physicians  and  hospitals  pro- 
viding services  to  them. 

Thus,  what  is  being  proposed  is 
a  Medicare  program  that  provides 
the  same  acute  care  benefits  to  the 
elderly,  who  have  little  reason  to 
be  concerned  about  costs  since  80 
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percent  have  Medicare  plus  some 
form  of  supplementary  insurance, 
and  who  arc  being  provided  serv  ic- 
es by  physicians  who  predominant- 
ly practice  fcc-for-scrvicc  medicine. 

The  only  vrdy  these  cuts  can  pro- 
duce the  savings  ouilined  in  the 
Clinton  plan  is  for  the  Administra- 
tion to  take  a  "slash  and  burn"  pol- 
icy in  its  payments  to  providers. 
The  unspoken  but  clear  conclusion 
of  this  approach  is  that  the  service 
level  provided  to  the  Medicare  pop- 
ulation of  the  future  will  bear  little 
resemblance  to  what's  being  of- 
fered to  today's  elderly  Americans. 

Sharply  reduced  service  levels 
necessitated  by  massive  Medicare 
cuts  would  force  at  least  some  hos- 
pitals sening  the  Medicare  popu- 
lation to  close.  Many  of  those  re- 
maining would  have  reduced  avail- 
ability of  services  and  fewer  funds 
for  medical  supplies,  testing,  and 
equipment  compared  to  current  ser- 
vice le\'els.  Riual  hospitals,  with  their 
low  occupancy  and  relatively  high 
Medicare  populations  and  the  so- 
called  "Medicare-dependent"  hos- 
pitals, with  their  high  concentra- 
tions of  the  elderly,  would  have  an 
extremely  difficult  time  surviving. 

There  are,  of  course,  a  variety  of 
legitimate  ways  in  which  Medicare 
spending  can  be  reduced  if  policy- 
makers are  willing  to  change  the 


Figure  2 


benefits,  the  size  or  income  level 
of  the  population  covered,  or  the 
fundaineiual  incentives  faced  by 
consumers  and  providers  of  servic- 
es. Even  so,  the  $1  24  billion  in  pro- 
posed Medicare  savings,  on  lop  of 
the  $56  billion  just  legislated, 
would  be  extremely  hard  to  achieve 
by  the  year  2000  because  of  the 
potential  for  service  disruption  as 
well  as  the  severe  economic  dislo- 
cations which  could  accompany 
such  reductions. 

Medicaid  Concerns 

The  politics  and  the  substantive 
implications  of  the  Clinton  plan's 
prof>osed  Medicaid  cuts  are  more 
complicated.  First,  the  reductions 
in  Medicaid  in  the  budget  bill  were 
minor  compared  to  those  in  Medi- 
care. And  second,  the  explosive  in- 
crease in  disproportionate  share 
payments  in  Medicaid  —  from  $1 
billion  in  1989  to  $16  billion  in 
1993  —  makes  available  a  substan- 
tial f>ool  of  funds  not  direcdy  relat- 
ed to  the  provision  of  Medicaid 
services.  It  is  likely,  however,  that 
$20  billion  to  $30  billion  of  the 
$114  biUion  total  will  be  difficult 
to  achieve. 

The  proposal  assumes  that 
Medicaid  spending  on  a  per  capita 
basis  will  start  at  95  percent  of  the 


current  level  and  will  be  trended 
for>.ard  as  sunTicicnt  pav-mcni  for 
the  proposed  new  benefit  under 
the  Clinton  plan.  But  slates'  ability 
to  accomplish  tliis  reduction  will 
vary  subsianiially,  depending  on 
their  current  level  of  Medicaid 
financing  and  the  availability  of 
pre-paid  health  care  plans  for  their 
Medicaid  populations,  which  have 
been  shov.-n  to  be  the  most  likely 
way  of  achieving  a  5  percent  p>er 
capita  savings  in  the  program. 

My  conclusion  regarding  the 
likelihood  and  advisability  of  re- 
ductions in  Medicare  and  Medi- 
caid spending  —  the  Clinton 
plan's  single  largest  source  of 
funding  —  is  that  it  will  not  oc- 
cur and  should  not  occur  unless 
accompanied  by  other  program 
changes,  particularly  in  the  Medi- 
care program.  One  can  only  as- 
sume that  the  absence  of  protests 
by  the  various  groups  represent- 
ing the  elderly  imply  that  they 
also  are  highly  skeptical  of  these 
reductions  actually  taking  place. 
In  fact,  it  may  well  be  that  they 
have  decided  to  push  forv*-ard  for 
the  additional  prescription  drug 
and  home  care  benefits  and  let 
someone  else  worry  about  how 
these  benefits  mU  be  financed,  a 
dangerous  precedent  that  the 
Clinton  plan  has  endorsed.  "Buy 


Medicare  Growth  Rates 
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11.2% 
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11.1% 

7.4% 
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9.1% 
4.6% 
$23 


FY99 

9.0% 
4.6% 
$33 
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9.0% 
4.1% 
$46 


Medicaid  Growth  Rates 


Baseline 

Clinton  Proposal 
Actual  Cuts  (in  billions) 


fY94 
16.5% 
16.5% 


FY95 

14.3% 

14.3% 


FY96 
11.7% 

7.5% 

$7 


FY97 
11.6% 
5.7% 
$15 


fY98 
11.2% 
5.1% 
$22 


Fy99 
11.0% 
4.6% 
$30 


FY2OQ0 
11.0% 
4.1% 
$40 
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now,  pay  later,"  sccins  to  be  ihc 
theme  of  much  of  the  Clinton  plan. 

International  Comparisons 

An  important  component  of  the 
President's  proposal  is  the  use  of 
spending  caps  on  pri\-atc  insurance 
premiums  as  well  as  on  Medicare 
and  Medicaid.  Although  these  caps 
do  not  produce  savings  to  the  fed- 
eral government,  they  allow  the 
Administration  to  make  several 
important  claims.  Private  sector 
spending  caps  allow  the  White 
House  to  avoid  charges  of  cost  shift- 
ing onto  the  pri\-atc  sector,  to 
promise  cost  containment  of  a  pre- 
dictable nature  for  the  private  sec- 
tor, and  to  serve  as  the  crucial  link 
in  the  rationale  that  allows  them  to 
claim  $51  billion  in  added  person- 
al income  tax  collections. 

The  logic  that  underpins  the  last 
claim  is  that  because  health  care 
costs  will  be  limited  in  the  private 
sector  by  the  insurance  cap,  em- 
ployers will  increase  wages  faster 
than  they  otherwise  would  have, 
resulting  in  an  increase  in  taxable 
earnings.  Whether  employers 
would  actually  increase  taxable  in- 
comes or  increase  other  forms  of 
tax-sheltered  incomes,  such  as  oth- 
er fringe  benefits,  and  how  much 
income  tax  receipts  might  decline 
from  people  pushed  out  of  the 
health  care  sector  also  is  unclear. 
But  the  likelihood  of  the  CBO  rec- 
ognizing such  a  linkage  before  it 
approves  additional  government 
spending  is  remote  indeed. 

The  Administration  has  repeat- 
edly defended  its  use  of  spending 
caps  in  the  public  and  private  sec- 
tor as  reasonable  and  doable  be- 
cause of  all  the  waste  and  ineffi- 
ciency in  the  present  health  sys- 
tem. Aside  from  the  fact  that  there 
is  no  empirical  evidence  to  indi- 
cate that  when  these  caps  are  put 
in  place,  only  waste  and  inefficien- 
cy will  be  cut,  there  has  not  yet 
been  adequate  recognition  of  how 


stringent  the  Administration's  pro- 
posals arc  compared  to  the  cost 
containment  experiences  of  other 
Western  countries. 

According  to  Organization  of 
Economic  Cooperation  and  Devel- 
opment (OECD)  figures  for  the 
years  1985-1991,  German  health 
expenditures  grew  annually  at  2.9 
percent  above  inflation,  the  Cana- 
dian single  payer  system  grew  an- 
nually at  4.8  percent  above  infla- 
tion, and  the  British  nationalized 
system  grew  annually  at  almost  4.1 
percent  above  inflation.  With  an- 
nual population  growth  projected 
at  less  than  one  percent  in  the  U.S., 
the  Clinton  proposal  predicts  that 
health  expenditures  will  grow  at 
less  than  one  percent  per  year  af- 
ter the  year  2000,  adjusting  for  in- 
flation. This  is  a  rate  none  of  these 
countries  has  been  able  to  achieve 
—  even  with  global  budgets,  ad- 
ministered pricing,  and  a  tight  con- 
trol on  technology. 

The  Murky  Crystal  Ball 

The  President's  proposed  health 
care  plan  contains  major  benefit 
expansions  that  are  financed,  for 
the  most  part,  by  savings  from  the 
public  sector.  Whether  those  sav- 
ings could  or  should  be  achieved 
in  the  manner  that  has  been  sug- 
gested is  a  question  in  and  of  itself. 
But  an  unhappy  reality  is  that  our 
historical  experience  with  correct- 
ly projecting  future  expenditures 
or  future  savings  is  dismal,  with  the 
federal  government  consistently 
losing  out.  We  systematically  un- 
derestimate future  expenditures, 
particularly  those  associated  with 
new  programs,  and  we  systemati- 
cally overestimate  savings,  particu- 
larly when  they  are  associated  with 
"cuts"  from  ongoing  programs. 

Examples  of  past  mistakes 
abound.  The  Medicare  program  it- 
self represents  a  prime  example.  In 
the  1960s,  it  was  estimated  that  Medi- 
care would  cost  about  $12  billion  in 


1990.  In  actuality,  tlic  cost  w.ls  $107 
billion.  Tlic  Hcaltli  Insurance  Trust 
Fund  component  of  Medicare,  also 
known  as  Part  A,  was  off  b\-  a  factor 
of  eight  Part  of  tlic  error  was  due  to 
an  expansion  of  benefits,  but  that 
probably  accounted  for  no  more 
than  10  percent  of  the  error. 

More  recendy,  the  1990  budget 
agreement  claimed  'cuts'  in  Medi- 
care and  Medicaid  spending  of  $40 


In  just  five  years,  • 
Clinton  predicts  the 
U.  S.  will  go  from  - 
spending  the 
highest  amount  on 
health  to  the 
iowest. :,. 


billion  over  five  years.  The  ink  was 
hardly  dry  on  the  agreement  be- 
fore new  cost  projections  indicat- 
ed a  net  increase,  after  the  cute,  of 
$60  billion  for  the  same  period. 

And  the  ill-fated  Medicare  cata- 
strophic legislation  provides  yet 
one  more  example  of  our  inability 
to  estimate  the  effecu  of  changing 
a  large  public  program.  As  part  of 
the  legislation,  the  three-day  hos- 
piul  stay  previously  required  prior 
to  a  Medicare  payment  for  a  skilled 
nursing  facility  was  abolished.  Both 
the  Administration  and  the  CBO 
estimated  that  making  this  change 
would  cost  about  $150  million  dol- 
lars for  1989,  based  in  part  on  the 
results  of  a  demonstration  project 
completed  just  a  few  years  before. 
In  fact,  the  current  best  estimate  of 
the  cost  of  that  change  was  $1.4 
billion.  Being  off  by  a  factor  of 
nine  during  the  course  of  a  single 
year  is  something  that  we  should 
keep  in  mind  as  we  propose  new 
benefits  for  the  elderly  as  part  of 
health  care  reform. 

It  is  not  obvious  why  we  consis- 
tently underestimate  the  cost  of 


JOURNAL  OF  AMERICAN  HEALTH  POLICY 


17 


88 


RovcriiiiK  Ml  programs  and  overes- 
timate tlie  savings  of  reducing  on- 
going programs.  Sometimes  it  oc- 
curs because  we  arc  introducing 
benefits  or  changes  in  areas  where 
we  iiave  Utile  experience  and  thus 
have  great  dirficuhy  predicting 
wiial  change  will  be.  More  often,  it 
is  because  we  fail  to  account  for 
changes  in  behavior  induced  by  the 
program  that  wc  have  put  in  place. 
Physicians,  hospitals,  and  medical 
suppliers  respond  to  incentives  im- 
plicit or  explicit  in  the  programs; 
beneficiaries  of  the  programs  do 
the  same. 

The  potential  for  underestimat- 
ing pressures  for  new  spending  in 
the  President's  program  is  stagger- 
ing. Two  stand  out  as  obvious  can- 
didates. First  is  the  new  home  care 
benefit  for  the  elderly.  In  an  aging 
population,  the  potential  for  seek- 
ing home  care  and  being  able  to 
receive  some  medical  benefits  from 
home  care  is  enormous.  WTiile  the 
Administration  has  attempted  to 
limit  the  eligible  population  by  in- 
cluding certain  restrictions  on  dai- 
ly activities  as  a  requirement  for 
eligibility  and  specifying  that  only 
those  who  are  at  risk  for  institu- 
tionalization are  eligible,  our  abil- 
ity to  predict  who  is  truly  at  risk  for 
institutionalization  is  notoriously 
poor.  Once  you  provide  an  incen- 
tive for  being  classified  as  baring 
one  or  more  limitations  on  daily 
activity,  the  number  of  people  so 
identified* can  be  expected  to  in- 
crease exponentially. 

A  second  area  with  a  huge  po- 
tential for  cost  overruns  is  the  ear- 
ly retiree  benefit.  Offering  to  have 
the  government  pay  80  percent  of 
the  health  care  costs  for  indiridu- 
als  between  55  and  64  who  retire 
may  sound  like  a  dream  come  true 
for  manufacturers  and  other  busi- 
nesses that  employ  an  aging  labor 
force,  but  the  potential  for  increas- 
ing the  number  of  retirees  in  this 
age  bracket  b  mind-boggling.  With 
only  three  million  of  the  21  mil- 


lion current  5:V  to  f>4-ycar-<)Id  pojj- 
ulation  retired,  the  potrntial  for 
underestimating  the  magnitude  of 
this  change  —  and  its  cost  to  the 
federal  govcinment  —  is  obvious. 
The  problem  will  only  be  com- 
pounded as  the  baby  boomer  pop- 
ulation reaches  the  55-vcar  mini- 
mvun  age.  Aside  from  the  potential 
to  increase  spending,  a  policy  that 
encourages  early  retirement  is  sin- 
gularly inappropriate  for  an  aging 
society  with  a  low  birthrate.  The 
policy  should  be  redesigned  to  en- 
courage workers  to  stay  in  the  la- 
bor force  rather  than  giring  ihem 
and  their  employers  an  easy  out. 

Surprising  Strategy 

Although  the  debate  on  the  Pres- 
ident's health  care  proposal  is  just 
beginning,  there  has  been  almost 
universal  skepticism  about  its  pro- 
posed financing  strategies.  The 
politics  of  the  Medicare  cuts  are 
formidable,  and  the  policy  wisdom 
of  promising  current  benefits  at 
spending  levels  20  percent  below 
the  currently  projected  le>els  is  du- 
bious. The  potential  for  spending 
levels  to  be  substantially  greater  than 
what  has  been  estimated  is  present 
throughout  the  proposal,  but  is  es- 
pecially strong  for  the  expansion  of 
benefits  to  the  elderly  (home  care 
and  prescription  drug)  and  the  ear- 
ly retiree  benefit  Add  to  this  our 
consistent  history  of  underestimat- 


The  proposed 
home  care 
and  early 
retiree 
benefits  have 

enormous 
potential  for 
cost 
overruns. 


ing  spending  on  new  government 
progranjs  and  overestimating  the 
cfrects  of  spending  cuts,  and  it  is 
hardly  surprising  that  the  plan  has 
provt)ked  charges  of  phony  fund- 
ing by  friends  and  foes  alike. 

I  was  surprised  at  the  strategy 
chosen  by  the  Adnunislration.  I  had 
expected  one  of  two  scenarios: 
modest  benefits,  but  substantively 
and  politically  credible  financing; 
or  expansive  benefits  and  corre- 
spondingly more  difficult  and  po- 
litically unpalatable  financing  strat- 
egies. Expansive  benefits  and  less- 
than-credible  financing  was  an  un- 
expected combination.  The  ques- 
tion now  is  why  that  combination 
was  chosen  by  a  team  with  no  short- 
age of  health  policy  depth  and 
whether  it  will  prove  to  be  a  wise 
political  strategy. 

Some  have  surmised  that  the 
President  chose  this  combination 
as  being  good  politics.  He  has  al- 
ready indicated  a  willingness  to 
compromise  on  all  but  the  most 
basic  principles;  thus  this  proposal 
represents  only  the  opening  kick- 
off.  And,  knowing  that  health  care 
reform  would  be  a  difficult  sell  be- 
cause almost  85  percent  of  Ameri- 
cans already  have  health  insurance, 
most  are  satisfied  with  the  quality 
of  the  care  they  receive,  and  that 
he  was  elected  to  office  by  fewer 
than  half  (43  percent)  of  voters, 
Clinton  may  believe  that  this  ap- 
proach is  the  way  to  buy  support 
from  various  interested  parties. 
What  he's  done  is  promise  prescrip- 
tion drug  and  home  health  care  to 
the  elderly,  additional  support  to  a 
threatened  Veteran's  Administra- 
tion health  system,  relief  of  early 
retirees'  expenses,  health  insur- 
ance equal  to  that  of  the  best  of 
the  Fortune  500  firms  to  all  work- 
ers —  and  he's  glossed  over  how 
we  are  going  to  fund  all  of  this. 

It's  an  interesting  gambit,  but  one 
that  appears  to  have  provoked  al- 
most universal  skepticism.  It  also 
seems  to  me  to  have  been  a  short- 
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siglucd  policy  and  one  dial  is  Tunda- 
iiK-ntally  not  hclpriil  lo  lJ>c  Aniori- 
can  public.  As  soon  as  Icgisladon  is 
presented  to  the  Congress,  CBO  will 
produce  an  independent  estimate  of 
spending  and  financing.  If  die  num- 
bci-s  arc  anything  like  what  most  ;m- 
al>'sls  expect,  die  poll  deal  benefits 
of  diis  laundry  list  of  promises  is 
likely  to  be  short-lived.  Congress,  but 
also  die  President,  will  be  pushed  to 
come  up  with  real  financing  strate- 
gics or  substantially  reduce  or  delay 
benefits  because  of  the  budget  rules. 

The  troubling  aspect  of  the  cur- 
rent strategy  is  that  it  feeds  on  the 
'something  for  nothing"  mentality 
so  prevalent  among  the  American 


public.  For  years  we  have  said  that 
we  want  everyone  to  have  the 
health  care  that  millionaires  re- 
ceive; ea.sy  access  Co  cveiy  kind  of 
health  care,  including  expensive 
new  technology;  and  no  new  spend- 
ing or  just  a  little  bit  more,  paid 
for  mainly  by  the  other  guy.  What 
we  need  to  do  is  to  push  ourselves 
to  confront  hard  decisions.  We 
need  to  ask  ourselves  what  cxacdy 
wc  are  willing  to  pay  more  for  and 
do  differendy  and  what  we  arc  will- 
ing to  do  for  the  15  percent  of 
Americans  who  are  doing  without 
formal  or  regularized  access  to 
care.  This  is  the  fundamental  issue 
that  we  must  face  as  a  country. 


I'm  not  suggesting  that  wc  can't 
or  shouldn't  moderate  spending. 
We  can  and  should,  but  this  alone 
isn't  going  to  be  adequate  to  fund 
the  poor  uninsured  or  help  work- 
ing uninsured  gain  benefits. 
Spending  slowdowns  certainly 
won't  be  enough  to  fund  major 
new  benefits  unless  wc  are  will- 
ing to  do  with  a  lot  less  or  accept 
health  care  that  is  a  lot  different 
than  wc  have  become  accustomed 
to.  We  had  better  understand  the 
answers  to  these  questions  before 
wc  pass  legisladon.  Clinton's  lofty 
speech  to  the  American  public 
notwithstanding,  we  have  yet  to 
start  on  this  process.  v*f 
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Mr.  Waxman.  Dr,  Yamamoto. 

STATEMENT  OF  DALE  H.  YAMAMOTO 

Mr.  Yamamoto.  Thank  you.  Just  by  way  of  background  Hewitt 
Associates  is  an  employee  benefits  and  actuarial  consulting  firm. 
We  have  been  in  business  for  more  than  50  years  now  and  serve 
more  than  75  percent  of  the  Fortune  500  companies  in  this  country. 

And  I  would  like  to  stress  that  we  do  not  represent  anyone  here 
today  except  for  ourself.  We  do  not  lobby,  but  we  do  have  a  very 
keen  interest  in  the  public  policy  that  is  regarding  the  standard 
benefit  package  under  health  care  reform. 

I  would  like  to  express  our  gratitude  for  your  invitation  to  have 
us  here  today  and  welcome  our  chance  to  share  our  professional  ex- 
pertise with  the  committee. 

We  feel  what  we  bring  of  value  today  is  to  provide  you  with  a 
set  of  cost  estimates  and  also  the  extensive  experience  of  our  pric- 
ing and  design  consultants  in  the  area  of  health  benefit  programs, 
and  our  pricing  models  that  we  have  put  together  are  based  on  ac- 
tual claims  data  that  represent  over  8  million  life  years  of  experi- 
ence. 

This  is  the  same  model  we  used  when  we  estimate  planned  cost 
for  employers.  So  it  is  something  that  has  been  tested  in  the  real 
world. 

In  the  past,  we  have  generally  found  that  our  cost  estimates 
using  this  same  model  are  within  5  percent  of  actual  costs.  So  we 
feel  confident  that  our  database  and  the  models  that  we  have  de- 
veloped represent  the  expected  health  care  costs  for  the  currently 
insured  population. 

Something  that  we  do  not  maintain  is  a  database  on  the  Medic- 
aid and  uninsured  populations.  So,  as  a  result,  we  have  made  some 
estimates  to  try  to  reflect  what  the  impact  of  including  this  group 
in  the  newly  insured  population  would  be.  And  we  have  made  some 
estimates  regarding  the  potential  reduction  because  of  the  elimi- 
nation of  cost  shifting  that  exists  for  current  programs  today. 

Something  else  we  have  done,  in  addition  to  all  these  adjust- 
ments, is  to  adjust  these  costs  to  represent  a  national  average  cost 
based  on  the  census  data  from  the  1992  current  population  survey 
to  reflect  the  different  age  and  sex  demographics  from  our 
database. 

We  have  priced  the  standard  benefit  package  that  was  included 
in  President  Clinton's  health  care  reform  package  released  on  Octo- 
ber 27th,  on  both  the  national  average  basis  and  for  seven  different 
geographic  areas.  Again,  we  are  using  the  proposed  statutory  lan- 
guage, knowing  it  has  been  revised,  which  could  change  some  of 
our  estimates. 

We  have  estimated  the  cost  for  the  State,  the  benefit  package  in 
the  first  year  of  reform  and  realize  there  are  some  other  costs  that 
may  be  over  and  above  these  costs.  For  example,  our  costs  do  not 
refiect  the  potential  guarantee  fund  assessments,  any  types  of  sup- 
plemental coverage  or  additional  benefits  that  may  be  mandated  by 
States. 

In  our  written  testimony,  we  provide  you  with  a  lot  of  different 
detailed  cost  estimates.  I  would  like  to  point  to  a  table  that  is  on 
page  9  of  our  written  testimony  that  compares  our  cost  estimates 
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versus  the  preliminary  pricing  that  the  administration  has  given 
and  the  President's  report  to  the  American  people  booklet  also  re- 
leased on  October  27th. 

As  you  can  see  on  this  table,  like  other  estimates  you  have  seen, 
ours  are  higher  than  the  administration's.  For  example,  for  family 
coverage,  our  estimates  for  the  high  cost  sharing  plan  are  34  per- 
cent higher  than  the  preliminary  cost,  and  there  are  also  different 
variations  by  family  categories.  For  example,  the  estimate  cost  for 
single  adult  is  $2,400  compared  to  about  $1,900  or  26  percent 
more. 

We  also  felt  it  might  be  helpful  for  the  committee  to  understand 
that  there  are  significant  variations  in  cost  due  to  different  geo- 
graphic areas,  as  Dr.  Thorpe  had  mentioned.  On  page  12  of  our  tes- 
timony, we  show  the  cost  estimates  for  seven  different  areas.  The 
cost  for  the  single  adult  range  from  a  low  of  $1,800  in  Charlotte, 
N.C.,  to  a  high  of  almost  $4,200  in  Los  Angeles,  Calif. 

Mr.  Chairman,  these  represent  our  best  estimates  of  the  cost  of 
the  standard  benefit  package  that  is  specified  under  the  Health  Se- 
curity Act,  and  based  on  information  that  we  currently  have  avail- 
able. 

We  appreciate  Mr.  Thorpe's  description  of  the  rigorous  and  elabo- 
rate methods  they  have  used  to  develop  their  costs.  But  without 
further  public  discussion  and  review  of  specific  assumptions  that  go 
into  the  calculations,  we  find  it  difficult  to  determine  why  our  cost 
projections  are  different,  although  we  have  some  clues  to  suggest. 

We  have  given  you  a  summary  of  our  methods  and  assumptions 
that  we  have  used.  Hewitt  Associates  would  welcome  the  oppor- 
tunity to  review  and  reconcile  our  estimates  and  those  used  by  the 
administration.  We  feel  it  would  be  in  the  best  public  interest  to 
have  all  the  methods  used  by  the  administration  and  others  put  on 
the  table  for  discussion  and  assessment. 

Finally,  we  suggest  no  single  number  on  the  pricing  will  turn  out 
to  be  exact.  Rather,  we  anticipate  Congress  will  consider  a  range 
of  optimistic  and  pessimistic  projections  to  appreciate  the  true  fi- 
nancial implications  of  the  package. 

Thank  you. 

[Testimony  resumes  on  p.  118.] 

[The  prepared  statement  of  Mr.  Yamamoto  follows:] 
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Testimony 
of 

Hewitt  Associates 

Mr.  Chairman  and  Members  of  the  Committee,  my  name  is  Dale  Yamamoto.  I  am  with 
Hewitt  Associates,  and  I  am  the  chief  health  care  actuary  working  out  of  our  national 
headquarters  in  Lincolnshire,  Illinois. 

With  me  today  is  Mr.  Frank  McArdle  of  Hewitt  Associates.  Frank  manages  our  firm's 
Research  Group  based  here  in  Washington,  D.C. 

Hewitt  Associates  is  an  international  consulting  firm  specializing  in  the  design,  financing, 
communication,  and  administration  of  employee  benefit  programs.  We  provide  consulting 
services  to  over  75  percent  of  the  Fortune  500  companies  and  have  an  acKve  client  base  of 
over  2,000  primarily  large  employers.  We  have  been  in  business  for  more  than  50  years,  and 
employ  more  than  3,500  associates  in  most  of  the  states  represented  by  this  Committee. 

We  are  honored  to  be  here  today.  The  subject  of  this  hearing  is  one  of  the  most  difficult  and 
important  ones  you  will  have  to  address  as  part  of  national  health  care  reform.  To  his  credit. 
President  Clinton  urged  us  all  to  engage  in  a  constructivlp  debate  of  his  proposal  and  to  be 
honest  about  those  areas  where  we,  collectively,  don't  have  all  the  answers. 

We  at  Hewitt  Associates  do  not  represent  anyone  here  today  except  ourselves.  We  are  not 
lobbyists  or  lobbying.  But  we  do  have  an  interest  in  sound  public  policies  regarding  the 
standard  benefit  package  under  health  care  reform,  and  we  welcome  the  opportunity  to  share 
our  professional  expertise  with  this  disttnguished  Committee  as  a  public  service. 
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What  we  will  do  today  is  draw  upon  our  experience  in  designing  health  care  programs  for 
large  employer  populations  to  give  you  some  preliminary  reactions  to  the  design  of  the 
President's  proposed  standard  health  benefit  package;  sketch  out  for  you  how  it  compares  to 
a  package  for  a  typical  large  employer;  and  illustrate  for  you  how  the  costs  of  the  benefit  are 
dramatically  affected  by  the  particular  design  of  the  program. 

CXir  remarks  about  cost  in  relation  to  the  President's  proposal  are  necessarily  preliminary 
because  we  do  not  have  all  the  information  we  would  like  to  have  in  order  to  truly  cost  out 
that  design  on  a  national  basis;  and  because,  as  we  imderstand  it,  the  proposal  itself  is 
undergoing  refinement  in  technical  areas  that  could  significantly  affect  cost.  So  we  do  not 
have  the  "answer"  about  precisely  how  much  this  program  will  cost,  but  we  can  estimate  for 
you  how  much  it  might  cost  for  a  large  employer  population. 

Where  we  particularly  add  value  is  through  our  large  private  database  and  extensive 
experience  in  designing  health  benefit  programs.  Our  actuarial  model  is  based  on  data  from 
our  claims  database  of  private  employers'  experience  for  active  employees.  Our  current 
claims  database  represents  data  from  employers  that  accumulate  to  8  million  life  years  of 
experience.  This  data  is  supplemented  by  the  actual,  hands-on  experience  of  our  consultants 
and  actuaries,  who  have  helped  large  employers  manage  health  costs.  With  this  model,  we 
can  determine  the  cost  impact  of  changing  both  the  plan  design  and  the  delivery  of  health 
benefits.  We  have  made  adjustments  to  these  costs  to  estimate  the  impact  of  the  newly 
covered  persons.  These  adjustments  are  discussed  in  Appendix  A  of  our  written  testimony. 
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Hewitt  Associates  does  not  keep  a  database  on  the  Medicaid  and  uninsured  population's 
medical  costs,  and  there  is  uncertainty  and  disagreement  about  what  additional  medical 
benefits  this  population  might  be  expected  to  use  when  they  receive  coverage.  If  one  assumes 
that  the  Medicaid  and  uninsured  population  would  cost,  on  average,  20  percent  more  than 
the  currently  insured  population,  and  if  30  percent  of  the  population  is  Medicaid-eligible  or 
uninsured  today,  then  the  additional  cost  for  everybody  would  be  6  percent  higher,  which 
we  have  reflected  in  our  prices  of  the  standard  benefit  package. 

The  above  assumption  of  a  20  percent  higjier  utilization  amongst  the  uninsured  population 
may  be  a  financially  conservative  estimate  of  expected  costs.  The  uninsured  population  today 
is  generally  younger  and,  with  the  exception  of  the  disabled  population  without  public 
coverage,  probably  tends  to  be  healthier  than  average.  The  20  percent  higher  utilization  may 
be  more  of  a  temporary  "spike"  in  costs  for  a  couple  of  years  until  the  pent-up  demand 
subsides. 

Basic  Health  Security  Act  Plan  Design  Features 

President  Clinton's  health  care  reform  package  includes  a  standard  set  of  benefit  plan 
provisions  that  must  be  offered  to  covered  individuals.  The  following  services  are  offered  in 
the  first  year  with  other  benefits  added  in  the  year  2001: 

•  Inpatient  and  outpatient  hospital  services 

•  Doctor  visits 

•  Outpatient  laboratory  tests 

•  Emergency  services  and  ambulance 
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•  Preventive  services,  including  physical  exams,  well-baby  care,  prenatal  care, 
immunizations,  mammograms,  and  Pap  smears 

•  Prescription  drugs 

•  Routine  eye  exams 

•  Eyeglasses  (for  children  only) 

•  Dental  services  (for  children  and  emergency  services  only  for  adults) 

•  Home  health  care  (60  days) 

•  Extended  care  facilities  (100  days  per  year) 

•  Outpatient  physical,  occupational,  and  speech  therapy  (60  days) 

•  Hospice  care 

•  Durable  medical  equipment 

•  Mental  health  and  substance  abuse 

—  Inpatient  services  (30  days  per  episode/60  days  per  year) 

—  Hospital  alternatives  (120  days) 

—  Psychotherapy  (30  visits,  with  possibility  of  additional  discretional  visits  to  avoid 
hospitalization) 

—  Other  outpatient  services 
Not  Covered 

•  Services  that  are  not  medically  necessary  or  appropriate 

•  Private  duty  nursing 

•  Cosmetic  orthodontia  and  other  cosmetic  surgery 

•  Hearing  aids 

•  Adult  eyeglasses  and  contact  lenses 

•  In  vitro  fertilization  services 

•  Private  room  accommodations 

•  Custodial  care 
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•  Personal  comfort  services  ai\d  supplies 

•  Investigational  treatments  (except  for  medically  necessary  or  appropriate  care  provided 
as  part  of  an  approved  research  trial) 

The  Health  Security  Act  includes  a  "high  cost-sharing"  option,  a  "low  cost-sharing"  option 
and  a  "combination"  option.  The  high  cost-sharing  option  is  for  plans  that  offer  a  traditional 
fee-for-service  health  care  plan.  This  option's  provisions  include  an  initial  deductible  and 
coinsurance  up  to  an  out-of-pocket  limit. 

The  low  cost-sharing  option  is  similar  to  an  HMO,  with  the  exception  that  every  plan  would 
have  to  allow  individuals  an  out-of-network  option  with  additional  employee  coinsurance 
payments  of  at  least  20  percent.  Copays  are  included  for  office  visits. 


Cost-Sharing  Schedules 


Low 
(HMO) 

Combination 
In  Out 

High 
(FFS) 

Preventive 

100% 

100% 

100% 

100% 

Office  Copay 

$10  copay 

$10  copay 

20% 

20% 

Deductible 

$200/$400 

$200/$400 

Coinsurance 

100% 

100% 

80% 

80% 

OOP  Max 

$l^/$3,000 

$l^/$3,000 

$1^00/$3,000 

$1^00/$3,000 

Drugs 

$5  copay 

$5  copay 

80%  after  $250 
deductible 

80%  after  $250 
deductible 

Mental  Health 

$10  copay 
$25  psychotfierapy 

$10  copay 

80% 

80% 

50%  psychotherapy 
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The  "combination"  cost-sharing  option  is  a  blend  of  the  high  and  low  cost-sharing  options 
with  in-  and  out-of-network  provisions.  Conceptually,  this  is  similar  to  point-of-service  (POS) 
plans,  although  news  accounts  have  described  it  as  being  a  preferred  provider  organization 
(PPO).  In  this  document,  we  have  priced  the  combination  as  a  POS  plan,  meaning  that  it 
includes  a  "gatekeeper"  function  that  helps  to  control  utilization  and  lower  costs. 

Relative  Value  of  Plan  Compared  to  Large  Employer  Plans 

Before  we  discuss  the  costs  of  the  proposed  plans,  we  have  reviewed  the  actuarial  value  of 
the  high  cost-sharing  plan  compared  to  other  plans  offered  by  large  employers.  Our  database 
of  plans  that  we  have  valued  includes  large  companies  from  a  variety  of  industries 
(Appendix  B).  Out  of  the  487  large  companies  that  we  included  in  our  comparison,  the 
HeaUh  Security  Act  high  cost-sharing  plan  was  ranked  431,  with  1  being  the  "richest"  plan. 
This  means  that  there  are  56  companies  (or  12  percent)  with  plans  that  provide  lesser 
benefits,  on  a  relative  value  basis,  and  430  large  companies  (or  88  percent)  with  more 
benefits.  The  main  reason  for  the  lower  value  of  the  initial  proposed  Health  Security  Act  plan 
is  the  low  adult  dental  benefits.  If  we  only  focus  on  the  medical  plan  benefits,  excluding 
dental,  the  proposed  plan  ranks  number  227  out  of  487.  That  is,  there  are  226  companies  (or 
46  percent)  with  richer  medical  benefits  than  the  Health  Security  Act  plan.  Please  note  that 
these  values  are  for  total  plan  benefits;  individual  employers  and  employees  pay  varying 
shares  of  that  total  cost.  In  our  experience,  the  degree  of  employer/employee  cost  sharing 
varies  more  than  the  plan  designs  themselves. 
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Generally,  there  are  also  variations  between  benefit  programs  for  salaried  and  hourly 
employees.  In  some  cases,  hourly  employees  have  greater  benefits,  especially  when 
represented  by  a  strong  union;  and  in  other  cases,  hourly  employees  have  lesser  benefits. 

For  example,  in  our  database  of  plans  for  hourly  employees,  we  show  50  percent  of  the 
collectively  bargained  plans  are  provided  to  employees  at  no  charge.  This  is  in  contrast  to  20 
percent  of  salaried  plans  that  have  no  employee  contribution. 

Cost  of  the  Standard  Benefit  Package 

The  standard  benefit  package  included  in  President  Clinton's  health  care  reform  package  as 
described  in  the  October  27,  1993  legislative  language  was  priced  for  seven  geographic  areas 
and  a  national  average.  Again,  we  are  using  the  statutory  language,  knowing  full  well  that  it 
is  in  the  process  of  being  revised,  which  could  change  our  cost  estimates  significantly. 

The  cost  estimates  provided  are  for  the  standard  benefit  package  in  the  beginning  of  reform. 
There  are  other  costs  of  health  care  coverage  that  the  employer  and  the  employee  might  be 
expected  to  incur,  over  and  above  these  costs.  For  example,  additional  benefits  may  be 
mandated  by  states,  as  permitted  under  the  Act,  and  supplemental  insurance  to  fill  in  gaps 
between  the  standard  package  and  current  benefits  may  be  provided  to  employees.  The  cost 
of  the  standard  benefit  package  itself  would  be  about  5  percent  higher  in  2001  than  the  initial 
package,  because  of  scheduled  changes  under  the  Health  Security  Act  for  added  mental 
health  benefits  and  adult  dental. 
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All  three  cost-sharing  options  were  priced  based  on  the  current  health  care  cost  structures 
available.  For  example,  we  have  assumed  the  fee-for-service  plans  reimburse  providers  under 
today's  reasonable  and  customary  schedule.  We  typically  see  current  health  plans  covering 
health  care  costs  up  to  the  75th  or  80th  percentile  of  "reasonable  and  customary"  charges.  In 
other  words,  25  or  20  percent  patients  will  have  their  doctors  charge  more  than  the  plan 
considers  a  covered  expense  and  eligible  for  benefit  payment  To  the  extent  that  regional 
alliances  can  start  out  by  negotiating  fee  schedules  for  providers  below  current  levels,  the 
costs  would  be  lower. 

The  following  table  summarizes  the  results  for  the  national  average  costs  (per  covered  fife) 
for  the  1994  calendar  year: 


Service 

High  Cost-Sharing 

Low  Cost-Sharing 

Combination 

Primary  health  care 

$  1,650 

$1,569 

S  1,585 

Prescription  drugs 

91 

123 

117 

Mental  health/ 

substance  abuse 

225 

175 

185 

Dental 

35 

35 

35 

Vision/hearing 

14 

14 

14 

Preventive 

65 

54 

56 

Total 

5  2,080 

S  1,970 

$1,992 

Since  the  above  costs  represent  the  premium  rate  for  a  "covered  life,"  we  need  to  recalculate 
the  costs  and  convert  them  to  adult  and  children  costs  to  develop  a  four-tier  rate  structure. 
On  average,  a  child  costs  around  50  percent  the  cost  of  an  adult.  Therefore,  a  single  adult 
cost  will  be  more  than  the  above  "per  covered  life"  cost.  Making  these  adjustments,  the 
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following  table  provides  these  costs  under  a  four-tier  pricing  structure  using  actuarially 
determined  costs: 

Family  Category  High  Cost-Sharing  Low  Cost-Sharing  Combination 

Single  adult  $2,440  $2,312  $2,337 

Two  adults  4,880  4,624  4,674 

Adult  +  children  4,619  4,388  4,434 

Family  6,946  6,591  6,662 

Comparison  with  the  Administration's  Pricing 

The  table  below  compares  the  Hewitt  Associates  pricing  with  the  pricing  for  the  standard 
plan  which  the  Administration  described  as  preliminary  and  included  in  the  publication 
Health  Security:  The  President's  Rqjort  to  the  American  People,  released  on  October  27. 


Hewitt  Associates 


Family  Category 

Administration 
Average  Plan 

High 
Cost-Sharing 

Percent 
Difference 

Low 
Cost-Sharing 

Combination 

Single  adult 

$1,932 

$2,440 

+26% 

$2,312 

5  2,337 

Two  adults 

3,865 

4380 

+26% 

4,624 

4,674 

Adult  +  children 

3,893 

4,619 

+19% 

4,388 

4,434 

Family 

4,360 

6,946 

+59% 

6,591 

6,662 

Our  cost  estimates  are  higher  than  the  published  estimates  by  the  Administration.  However, 
if  the  Health  Security  Act  were  successful  in  reducing  future  health  care  increases  to  the  rate 
of  increase  in  the  CPI,  the  costs  of  the  standard  package  would  evenUially  drop  below  what 
companies  would  be  expected  to  pay  based  on  current  trend  levels.  Congress  will  have  to 
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judge  the  likelihood  of  the  Health  Security  Act  being  able  to  impose  such  stringent  cost 
controls,  and  under  what  time  frame  this  could  be  accomplished. 

The  above  comparison  also  indicates  that  the  current  Administration  pricing  seems  to 
subsidize  the  Family  category  more  than  the  others.  This  is  the  reason  our  Family  costs  are 
59  percent  higher  versus  19  to  26  percent  higher  for  the  other  coverage  categories. 

A  true  comparison  with  the  Administration's  pricing  is  diffiailt  to  make  because  of  internal 
iiKonsistencies  in  the  various  published  descriptions  of  the  way  the  plan  would  be  priced. 
The  statutory  language  and  the  Health  Security  book  both  describe  a  four-tier  pricing  structure 
for  single  individuals,  couples,  single-parent  households,  and  couples  with  children.  Section 
1011(c)  of  the  Health  Security  Act  says  that  "each  of  the  following  is  a  separate  class  of 
family  enrollment"  and  lists  "individual,"  "couple-only,"  "single  parent,"  and  "dual  parent." 
Section  1531  then  charges  the  National  Health  Board  with  establishing  "for  each  of  the  classes 
of  family  eiu-oUment"  the  "relative  actuarial  value  of  the  comprehensive  benefit  package  of 
the  class  of  family  enrollment"  compared  to  the  individual  enrollment,  with  individual 
enrollment  having  a  factor  of  one  and  married  couples  without  cluldren  a  factor  of  two. 
Accordingly,  page  112  of  the  Health  Security  book  gives  the  four  prices  shown  in  our 
comparison  above.  But  then  on  page  113,  it  describes  a  three-tier  pricing  instead,  and  gives 
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three  sets  of  prices  instead  of  four.*  The  narrative  description  after  that  further  confuses  the 
issue  by  saying  that  couples  without  children  and  fanulies  would  be  charged  the  same 
amount,  which  may  be  read  as  a  two-tier  system."  So  we  have  used  the  statutory  language 
because  we  are  unsure  what  the  Administration  is  really  proposing  in  terms  of  the  number  of 
tiers. 

The  number  of  tiers  of  pricing  is  not  just  an  academic  issue.  It  directly  lowers  the  price  for 
those  in  some  family  statuses  and  raises  the  price  for  others,  so  Congress  would  have  to 
decide  on  the  number  of  tiers  and  which  groups  would  subsidize  others  (e.g.,  couples 
without  children  subsidizing  single  parents  and  couples  with  children). 

Regional  Variations 

The  following  table  illustrates  tiie  large  variation  in  expected  1994  costs  (per  single  adult)  for 
the  standard  package  by  geographic  area.  We  developed  these  costs  assuming  the  same 
health  care  utilization  and  opportunity  for  preferred  provider  rates  that  exist  today  in  each 
area  will  also  be  true  in  the  first  year  of  health  reform. 

"The  employer  share  is  a  fixed  amount  Employers  only  need  to  know  whether  their  employee  is  buying  a 
single,  couple,  or  family  policy  to  know  what  th^  will  pay. 


Policy  Type  Employer  Share* 

Two-Parent  Family  with  Children  52,479 
Single  Parent  $2,479 
Couple  $2,125 
Single  Person  $1,546 
*  1994  Preliminary  Estimates" 


Source:  Health  Security,  p.  113. 

"For  couples  and  families — ^who  have  two  workers — employers  will  pay  the  same  amount  per  worker.... 
There  will  be  one  employer  price  for  family  policies,  regardless  of  whether  both  spouses  work,  or  how  many 
children  they  have." 
Source:  Health  Security,  p.  113. 
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Location 

High  Cost-Sharing 

Low  Cost-Sharing 

Combiiiation 

NIaw  York  MY 

$  3,388 

$  3  400 

S  3  398 

2,603 

2,605 

2  605 

Charlotte,  NC 

1,766 

1.803 

1,796 

Little  Rock,  AR 

2,107 

2,127 

2.123 

Chicago,  IL 

2,781 

2,579 

2,619 

Houston,  TX 

3,125 

3,068 

3,079 

Los  Angeles,  CA 

4,181 

3,684 

3,783 

Regional  variations  in  plans  can  be  subtle;  however,  they  are  quite  important.  HMO 
participation  by  area  is  a  very  good  example.  We  have  compiled  some  statistics,  based  on 
where  employers  are  headquartered. 

There  are  very  dramatic  differences  amongst  employers  when  observing  what  percentage  of 
employees  participate  in  HMOs.  The  following  table  captures  the  aggregate  percent  of 
employees  who*  have  elected  coverage  under  a  standard  HMO  option  in  1992,  for  801 
companies  in  our  database. 
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Percent  of  Employees  in  HMOs 


Less  than  10%  17% 

10%-19%  25% 

20%-29%  22% 

30%-39%  16% 

40%-49%  8% 

50%-59%  7% 

60%  or  more  5% 


100% 

(801  employers) 


Regional  variations  are  significant.  HMOs  have  had  tremendous  success  in  enrolling 
participants  in  California  and  Minnesota.  So,  you  would  expect  the  percentage  of  employee 
populations  enrolled  in  HMOs  to  be  much  higher  in  these  two  states.  In  fact,  only  19  percent 
of  employers  in  California  offer  the  traditional  indemnity  medical  plan  as  their  main  plan. 
Compare  this  to  75  percent  of  employers  in  Maryland,  New  Jersey,  and  Pennsylvania. 
Furthermore,  28  percent  of  employers  in  California  have  HMO  participation  by  more  than 
half  of  their  enroUees  versus  4  percent  of  employers  in  Maryland,  New  Jersey,  and 
Pennsylvania  and  2  percent  in  Texas. 

Other  plan  _dtures  tend  to  have  geographic  differences  too.  In  the  state  of  Texas  for 
example,  more  employers  tend  to  have  special  plan  limits  for  mental  health  and  substance 
abuse  care  than  the  average  employer  in  the  country.  Also,  states  that  have  high  health  care 
costs  (e.g.,  the  Northeast,  California,  Horida  and  Texas)  tend  to  have  higher  plan  deductibles 
and  other  copay  amounts  in  order  to  maintain  the  same  level  of  benefits  paid  as  in  other 
parts  of  the  country.  For  example,  50  percent  of  Michigan's  large  employers  have  either  no 
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deductible  or  a  deductible  of  $100  or  less  compared  to  35  percent  of  large  employers  in 
California  and  21  percent  in  Texas. 

There  are  many  other  differences  in  plan  provisions  by  region.  Appendix  C  includes  a 
summary  of  various  plan  provisions  and  their  variations  for  a  select  group  of  states. 

Conclusion 

Mr.  Chairman,  these  are  our  best  estimates  of  the  cost  of  the  standard  benefit  package 
specified  in  the  Health  Security  Act,  based  on  the  information  currently  available  to  us. 

We  have  also  given  you  the  assumptions  that  we  have  used.  If  Congress  were  to  change  the 
assumptions,  the  price  of  the  package  would  vary  up  or  down.  So  it  would  be  useful  if,  in 
your  consideration  of  the  legislation,  you  could  have  all  the  assumptions  used  by  the 
Admirustration  and  by  others  put  on  the  table  for  public  discussion  and  assessment. 

Estimating  the  financial  impact  of  the  benefit  package  should  also  include  a  breakdown  of 
how  much  it  would  cost  in  the  various  regions  of  this  country.  As  we  have  attempted  to 
show,  there  can  be  strong  differences  between  the  national  average  and  the  regional  prices. 

Finally,  we  would  suggest  that  no  single  number  on  the  pricing  will  turn  out  to  be  exact. 
Rather,  it  is  more  likely  that  each  number  will  fall  within  a  range,  and  it  would  probably  be 
prudent  for  Congress  to  use  a  range  of  optimistic  and  pessimistic  assumptions  to  appreciate 
the  true  financial  dimensions  of  the  benefit  package. 


14 


106 


APPENDIX  A 

Plan  Summary;  Actuarial  Methods  and  Assumptions 

The  low  cost-sharing  option  has  been  priced  assuming  today's  level  of  provider  discounts 
and  expected  utilization  savings  from  the  managed  environment.  We  also  added  a  factor  for 
the  out-of-netvvork  option.  These  discounts  and  savings  vary  by  area.  Our  pricing  assumes  a 
gatekeeper  arrangement  with  strong  financial  incentives  for  the  primary  care  physicians. 
Again,  if  alliances  can  negotiate  lower  fees  to  begin  with,  the  costs  would  be  lower. 

A  possible  result  of  regional  alliance  negotiations  for  both  fee-for-service  schedules  and 
managed  care  discounts  is  that  price  differences  between  the  two  may  narrow.  This  may 
result  in  lower  fee-for-service  costs  relative  to  the  lower  cost-sharing  managed  care  plans. 

The  pricing  models  used  for  this  analysis  are  based  on  claims  data  collected  for  the  1990  and 
1991  calendar  years.  They  have  been  trended  forward  to  represent  expected  covered  expenses 
for  the  1994  calendar  year. 
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Health  Security  Act  Plan  Provisions 

These  are  the  three  sets  of  cost-sharing  options  we  used  in  our  pricing,  based  on  the 
October  27, 1993  version  of  the  Act. 


High  Cost-Sharing  Option 


Plan  Type  Fee-for-service 

Plan  deductible  $200  individuaI/$400  famUy 

Coinsurance  80  percent 

Out-of-pocket  limit         $1,500  individual/$3,000  family 

Prescription  drugs  $250  separate  deductible;  80  percent  coinsurance;  subject  to  out-of- 

pocket  limit 


Mental  health/  Inpatient:  80  percent  after  one-day  deductible  up  to  out- 

substance  abuse  of-pocket  limit;  30-day /episode  maximum;  60-day/year  maximum; 

nonresidential  treatment  up  to  120  days;  day  maximums  eliminated 
by  2001;  Outpatient:  50  percent  psychotherapy  (80  percent  in  2001); 
30-visit  maximum;  80  percent  other;  not  counted  toward  out-of- 
pocket  limit  until  2001;  visit  maximum  eliminated  by  2001 

Dental  Preventive  and  diagnostic  at  100  percent;  $50  deductible  and  60 

percent  coinsurance  for  restoration  and  interceptive  orthodontia;  all 
services  for  children  under  18  initially  (except  emergency  services 
for  all  ages);  adult  coverage  added  in  year  2001  (without  endodontic 
coverage) 

Vision/hearing  80  percent  coinsurance;  eyeglasses  limited  to  children 

Preventive  Routine  physical  exams  and  specified  testing  at  100  percent 


Low  Cost-Sharing  Option 

Plan  Type  Managed  care  (HMO  type) 


Office  visits 


$10  copay,  but  at  least  20  percent  coinsurance  for  out-of-network 
services 
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Emergency  room  visits    $25  copay  (if  not  emergency  medical  condition) 


Outpatient  therapy 


$10  copay  per  visit 


Prescription  drugs 


$5  copay  per  prescription 


Mental  health/ 
substance  abuse 


Inpatient:  100  percent;  30-day /episode  maximum;  60  day /year 
maximum;  nonresidential  treatment  up  to  120  days;  day  maximums 
eliminated  by  2001;  Outpatient:  $25  copay  psychotherapy  ($10  in 
2(X)1);  30-visit  maximum;  $10  copay  other;  not  counted  toward  out- 
of-pocket  limit  until  2001;  visit  maximum  eliminated  by  2001 


Dental 


$10  copay  preventive,  diagnostic,  and  restorative  services  for 
children  under  18  initially  ($20  copay  for  space  maintenance  and 
interceptive  orthodontia);  adults  added  in  year  2001  (without 
endodontic  coverage) 


Vision /hearing 


$10  copay  per  exam  or  for  one  set  of  eyeglasses;  eyeglasses  limited 
to  children 


Preventive 


Routir^  physical  exams  and  specified  testing  at  100  percent 


Combination  Cost-Sharing  Option 

The  plan  priced  assumed  a  point-of-service  type  plan  with  the  low  cost-sharing  option  as  the 
in-network  benefit  and  the  high  cost-sharing  plan  as  the  out-of-network  benefit. 

IVIethods  and  Assumptions 
Data  Sources 

The  actuarial  pricing  models  are  based  on  data  compiled  from  Hewitt  Associates  Health 
Information /System™  database.  The  data  represents  roughly  8  million  life  years,  both  adult 
and  child,  for  the  1990  and  1991  calendar  years.  The  claim  volume  is  over  $11  billion, 
covering  all  categories  of  medical  expense.  Data  was  reviewed  for  reasonable  allocations  by 
service  category  (e.g.,  inpatient,  surgical,  drugs,  mental  health),  and  employee  relationship 
(e.g.,  employee,  spouse,  and  children). 
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Pricing  Models 

The  pricing  models  developed  by  this  data  are  structured  in  the  following  functional 
components: 

•  Primary  health  care  benefits  with  deductible,  coinsurance,  other  copay,  and  out-of-pocket 
variables; 

•  Prescription  drugs  (if  not  included  above); 

•  Mental  health  and  substance  abuse  (if  not  included  above);  and 

•  Lifestyle-related  benefits. 

The  above  models  are  distinct  components  of  the  system  but  are  interrelated  with  each  other. 
That  is,  the  level  of  covered  expenses  used  in  the  primary  pricing  model  influences  the  level 
of  benefits  in  the  other  models. 

The  models  are  set  to  develop  prices  for  the  1993  calendar  year.  Costs  shown  in  this  report 
used  1994  as  the  basis  for  costs.  Covered  expenses  were  trended  forward  from  1993  at  a  10 
percent  rate. 

Adjustments  for  Regional  Alliance 

The  pricing  model  developed  is  based  on  claims  data  for  employers  with  well-established 
health  plans.  The  health  care  utilization  for  regional  alliances  will  differ  from  employer  plan 

experience  due  to: 

•  Expanded  covered  group  (Medicaid  and  uninsured  primarily); 
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•  Elimination  of  cost  shifting  due  to  uncompensated  care  and  Medicaid; 

•  Different  demographic  composition  of  insured  units  (single,  family  coverages,  age,  and 
sex);  and 

•  Different  geographic  areas,  on  average  (our  database  companies  tend  to  be  in 
metropolitan  areas). 

We  have  adjusted  our  costs  to  reflect  the  above  differences.  The  following  assumptions  were 
used: 

1.    Expanded  covered  group  Assumed  additional  30  percent  currently  with  Medicaid 


2.    Elimination  of  cost  shifting       Assumed  5  percent  of  total  health  care  costs  will  be 

reduced  due  to  elimination  of  cost  shifting  for  all 


coverage  and  the  uninsured,  on  average,  cost  20  percent 


more  than  the  current  insured  population.  Costs  loaded 


6  percent. 


uncompensated  care  and  a  large  portion  of  current 


Medicaid  cost  shifting. 


3.    Demographic  composition 


U.S.  population  assumptions  used  to  develop  4-tier 


family  rates  (see  below). 


4.    Geographic  differences 


Cost  adjusted  based  on  total  U.S.  population  relative  to 


database  population.  Costs  reduced  by  2  percent. 
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Commentary  on  Adjustments 

We  have  factored  in  savings  of  1.5  percent  for  elimination  of  uncompensated  care  and 
another  3.5  percent  for  elimination  of  cost  shifting  from  Medicaid,  for  a  total  of  5  percent.  We 
are  aware  that  the  Administration  argues  that  cost  shifting  would  reduce  costs  to  employers 
by  20  to  25  percent.  We  have  used  a  more  conservative  estimate  because  we  think  that  it  is 
unlikely  that  a  reduction  of  that  magnitude  could  be  achieved  in  the  first  few  years  of  the 
program.  Over  a  longer  period  of  time,  perhaps  such  savings  could  be  achieved  by  cost 
controls  and  elimination  additional  of  cost  shifting  from  Medicare.  The  costs  provided  in  our 
testimony  today  reflects  initial  costs  of  the  program;  and  therefore,  we  feel  that  it  is 
unrealistic  to  expect  a  20  to  25  percent  reduction  in  fees. 

The  level  of  cost-shifting  represented  here  is  on  an  overall  basis.  The  degree  to  which 
hospitals  must  reallocate  charges  depends  on  the  amount  of  uncompensated  care  they 
provide.  The  American  Hospital  Association  has  noted  that  5  percent  of  hospitals  provide 
over  a  third  of  all  uncompensated  care.  Therefore,  the  level  of  cost-shifting  experienced  by  an 
employer's  medical  plan  will  vary  depending  on  which  hospitals  are  used  by  employees. 

On  the  physician  side,  the  same  sort  of  pressures  apply.  Medicare  and  Medicaid  are  not 
increasing  payment  rates  fast  enough  to  cover  increasing  costs.  In  addition,  a  greater 
proportion  of  a  doctor's  total  income  is  coming  from  sources  such  as  HMOs  and  PPOs.  These 
organizations  are  also  marginally  holding  down  the  rates  of  increase  in  acceptable  charges. 
Therefore  physicians  need  to  recoup  lost  earnings  in  some  fashion  if  they  are  to  maintain  a 
steady  income.  Data  indicates  that  overall  physician  income  is  increasingly  marginally. 
However,  charges  to  private  payors  do  not  seem  to  be  increasing  faster  than  expenses.  It 
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would  appear,  and  data  supports,  that  utilization  of  physician  services  is  increasing.  In  this 
manner,  doctors  can  recoup  lost  revenue. 

Various  experts  concur  that  the  dynamics  of  physician  cost  shifting  are  different  than  those  in 
the  hospital  sector.  First,  because  profit  margins  are  higher,  doctors  are  still  recovering  the 
costs  of  doing  business  from  all  payment  sources  (i.e.,  doctors  only  need  to  recover  lost 
profit,  not  pay  bills).  Second,  most  of  a  hospital's  costs  are  fixed,  whereas  doctors  can  react 
more  quickly  to  changes  in  circumstances.  (Therefore,  they  do  not  need  to  cost-shift,  they 
have  more  options.)  Third,  unlike  a  hospital,  doctors  can  increase  the  number  of  patients  they 
see,  or  invest  in  diagnostic  equipment,  etc.  to  earn  more  income. 

While  unbundling,  upcoding,  and  increased  utilization  may  be  attributable  to  physicians 
attempting  to  recover  lost  income  due  to  discounts,  we  cannot  factor  this  increase  out  of 
overall  utilization  increases. 

Demographic  Composition 

The  following  demographic  composition  from  the  March  1992  Current  Population  Survey  was 
assumed  for  the  different  rate  structures  by  coverage  category: 


Category  Percent 

One  adult  38.07. 

Two  adults  25.0% 

AduU  and  children  10.0% 

Two  adults  and  children  27.0% 
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Administrative  Expenses 

We  have  assumed  that  administrative  expenses  will  be  equal  to  10  percent  of  incurred  claims. 
These  expenses  include  1.5  percent  for  the  health  infrastructure  and  2.5  percent  for  regional 
alliance  administration  as  specified  by  the  Health  Security  Act.  We  have  also  included  4.0 
percent  for  claims  administration  and  ZO  percent  for  other  reporting  and  administration  costs 
of  the  health  plans. 
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APPENDIX  B 

High  Cost-Sharing  Plan  Relative  Value 

Hewitt  Associates  maintains  a  database  of  plan  provisions  covering  the  salaried  employees  of 
large  employers  in  the  United  States.  This  allows  us  to  determine  the  value  of  all  benefit 
programs  offered  by  these  employers.  We  used  this  database  to  compare  the  high  cost- 
sharing  plan  option  to  the  values  of  the  plans  that  were  run  in  1993.  This  included  values  for 
487  companies  in  the  industries  listed  below. 

We  found  that  the  high  cost-sharing  plan  ranked  227th  out  of  488  in  terms  of  relative  value, 
with  1  being  the  highest  valued  plan.  This  is  the  12th  percentile  of  nil  companies.  This  lower 
ranking  is  primarily  because  the  Health  Security  Act  plan  does  not  include  non-emergency 
adult  dental  benefits  until  the  year  2001.  If  we  compare  medical  plan  benefits  only,  then  the 
relative  value  of  the  Health  Security  Act  plan  rises  to  the  53rd  percentile  (227th  out  of  488). 


Accounting/consulting  2 

Aerospace  19 

Apparel/textiles               -  -     -  3 

Automotive  42 

Banking/finance/insurance  17 

Building  materials  4 

Cliemicals  29 

Communications  10 

Electronics  32 

Energy/oil/mining  36 

Engineering/construction  15 

Food  and  beverage  39 

Forest  products  24 

Household  products  2 

Industrial  equipment  14 

Information  processing  21 

Leisure/entertainment  6 

Medical  products  8 

Metals/steel  4 

Multicompanies  7 

Personal  products  11 

Pharmaceuticals  16 

Publishing/printing  10 

Real  estate  13 

Research/tesling/development  6 

Retail  distribution  16 

Supermarkets/wholesalers  1 

Tobacco  3 

Transportation  3 

Utilities  27 

Other  _47 

Total  487 
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Comprehensive  Plan 

-  with  generic  incentive 

-  with  mall  order  incentive 

•     with  combination  of  generic  and  mail 

order  incentives 
Drug  Card  Plan  (100%  after  co-pay) 

-  with  generic  incentive 

-  with  mail  order  incentive 

-  with  combination  of  generic  and  maU 
order  IncenUves 

Depends  on  medical  option  selected 

Other 

To;al 

Summary  of  Plan  Provisions 

Major  Employers'  Salaried  Plans  in  199! 

Hevvitt  Associates'  SpecBook 
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Have  dental  plan: 

-     based  on  percentage  of  charges 
based  on  schedule 
based  on  a  combination 

Spending  account  only 

Depends  on  plan  selected 

No  plan 

Total 

i 

Have  vision  plan 
Spending  account  only 
Depends  on  plan  selected 
NopUn 
Total 

I 
I 

Have  hearing  plan 
Spending  account  only 
Depends  on  plan  selected 
No  plan 
Total 
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Mr.  Waxman.  Thank  you.  Mr.  Abramowitz? 

STATEMENT  OF  KENNETH  S.  ABRAMOWITZ 

Mr.  Abramowitz.  Thank  you  very  much,  Mr.  Chairman,  for  in- 
viting me  here  today.  I  am  a  health  care  analyst  for  Sanford  C. 
Bernstein  and  Co.,  Inc.  I  advise  virtually  all  the  major  banks  and 
mutual  funds  in  the  country  and  in  Europe  as  to  how  to  invest 
money  in  health  care.  We  represent  about  50  percent  of  the  stock 
market. 

During  the  last  12  years — I  have  been  on  Wall  Street  for  15 
years.  During  the  last  12  years,  I  have  been  voted  the  number  one 
health  care  analyst  for  10  out  of  the  past  12  years  and  I  am  the 
author  of  a  200-page  report  on  the  future  of  health  care  which  I 
would  be  pleased  to  make  available  to  you  and  anybody  on  the 
committee  who  wants  it. 

I  am  known  for  my  objectivity  and  frankness  and  I  will  treat  you 
with  the  same  courtesy. 

I  would  like  to  summarize  my  text  in  1  minute  to  summarize 
where  the  system  is  going  today,  the  absence  of  he^th  care  reform, 
and  then  spend  the  remaining  4  minutes  on  my  analysis  of  the 
Health  Security  Act  and  its  impact  on  investors. 

In  terms  of  summarizing  the  statement,  we  have  a  big  revolution 
going  on  in  health  care  today.  We  have  two  big  revolutions.  One 
is  the  movement  to  HMO*s  away  from  insurance  carriers.  Today,  25 

Sercent  of  the  privately  insured  population  is  a  member  of  an 
[MO.  By  the  year  2000,  it  will  easily  be  50  percent  of  the  popu- 
lation without  doing  anything.  The  HMO's  are  replacing  the  insur- 
ance companies  and  they  are  replacing  them  fast. 

A  typical  HMO  is  experiencing  5  percent  cost  growth.  A  typical 
insurance  company  experiences  10  or  15  percent  cost  growth.  The 
insurance  industry  is  simply  not  competitive  anjrmore.  The  HMO*s 
are  going  to  replace  the  insurance  carriers. 

The  second  big  trend  is  pharmacy  benefit  management  compa- 
nies, companies  like  medicine  cost  containment  which  was  recently 
purchased  by  Merck,  are  growing  very  rapidly.  Today,  20  percent 
of  the  population  is  covered  bv  these  companies.  By  the  year  2000, 
I  think  70  percent  of  the  people  will  be  covered  by  these  companies, 
who  are  feverishly  working  to  control  drug  inflation  and  doing  a 
very  good  job  at  it. 

In  fact,  they  are  doing  such  a  good  job  that  investors  have  had 
a  very  difficult  time  making  money  in  drug  stocks  for  the  last  year, 
as  a  result. 

Because  of  these  dual  revolutions  in  the  private  sector,  inflation 
is  slowing  fast  from  10  percent  down  to  6  to  8  percent.  When  you 
see  inflation  numbers  over  the  next  year,  you  will  be  amazed  how 
low  they  are.  Because  I  cover  these  companies,  I  write  about  John- 
son &  Johnson  and  in  the  hospital  companies,  Columbia.  Every- 
body is  struggling  to  make  their  earnings  estimates  and  revenue 
estimates.  In  other  words,  the  private  sector  solution  is  at  hand. 
Health  care  will  never  reach  27  percent  of  the  GNP.  It  is  now  14. 
It  will  go  to  15  or  16  grudgingly  by  the  year  2000  if  you  don't  do 
anything. 

I  would  like  to  spend  the  remaining  4  minutes  on  analyzing  the 
Health  Security  Act  and  its  impact  on  investors.  If  you  go  to  page 
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5  of  my  handout,  I  just  want  to  show  how  investors  react  to  certain 
issues.  For  example,  number  2,  finding  a  modest  employer  mandate 
is  imperative  for  hospitals,  because  their  bad  debts  are  6  percent. 
If  we  have  an  employer  mandate,  it  would  go  to  3.  That  is  positive 
for  hospitals. 

Encouraging  employers  to  pay  80  percent  of  an  average  plan  is 
very  positive  for  HMO*s,  and  I  think  will  move  70  percent  of  the 
people  into  HMO's  by  the  year  2000.  I  think  the  President  deserves 
a  lot  of  credit  for  having  the  guts  to  put  something  like  this  in  a 
plan.  A  typical  HMO  charges  $5,000  a  year.  A  typical  PPO  is 
$5,000.  An  insurance  company  is  $6,000. 

In  that  example,  the  average  plan  is  $5,000.  If  the  employer  pays 
80  percent  of  $5,000,  that  is  $4,000.  In  other  words  from  the  em- 
ployee's point  of  view,  they  will  be  able  to  join  an  HMO  for  free  but 
have  to  pay  roughly  a  $1,000  to  join  a  PPO  or  $1,000  to  join  an 
insurance  plan.  That  is  wonderful  health  care  policy. 

By  charging  everybody  $1,000  or  $2,000,  if  they  don't  join  an 
HMO,  I  think  it  will  encourage  70  percent  of  people  to  join  HMO's 
by  the  year  2000.  And  number  8,  HMO's  already  abide  by  small 
case  reform.  They  are  already  community  rated  and  already  they 
cannot  disallow  insurance  to  people  for  preexisting  exemptions.  The 
insurance  industry  is  the  one  who  will  be  penalized  by  this  because 
they  don't  play  by  these  rules.  The  HMO's  already  do.  So  this  was 
also  a  very  big  positive  for  HMO's. 

Just  summarizing,  just  a  couple  of  other  features,  if  I  could  have 
another  30  seconds,  looking  at  number  13,  subsidizing  the  em- 
ployer mandate  at  3  to  8  percent  of  wages  is  actually  a  negative 
for  HMO's  and  hospitals.  The  reason  is  that  according  to  my  num- 
bers, the  plan  is  about  $50  to  $100  billion  underfinanced.  And  I 
don't  think  you  are  going  to  want  to  raise  taxes  in  5  years  to  pay 
for  it.  Therefore,  you  will  have  no  choice  but  to  underpay  HMO's 
and  hospitals.  That  would  be  very  serious. 

Also,  I  just  wanted  to  mention  number  20,  if  the  Health  Board 
is  assigned  to  review  drug  pricing,  it  will  very  seriously  impact  ac- 
cess to  capital  for  the  drug  industry.  Today  there  are  maybe  a 
thousand  biotechnology  companies  who  will  run  out  of  money  in  3 
years  if  they  don't  get  another  round  and  another  round. 

So  I  think  that  if  this  goes  through,  I  could  see  50  to  75  percent 
of  all  biotechnology  companies  go  bankrupt  within  5  or  10  years, 
which  would  be  very  serious.  It  is  actually  a  positive  for  the  hos- 
pital industry  because  if  those  people  don't  get  those  drugs  and 
they  show  up  in  the  hospital  instead,  it  actually  helps  the  hospital 
industry. 

As  a  final  point,  I  just  wanted  to  mention  that  essentially  what 
is  going  on  here  is  the  desire  to  take  control  of  the  health  C2u:e  in- 
dustry by  the  government,  and  in  effect  have  the  government  de- 
cide what  insurance  companies,  what  HMO's  and  drug  companies 
will  make  as  an  adequate  rate  of  return,  with  a  plan  that  is  under- 
financed that  you  won't  want  to  raise  taxes  for,  and  therefore  will 
in  effect  cause  virtually  every  health  care  company  to  operate  with 
no  profitability. 

If  you  want  to  do  that,  I  would  advise  my  clients  if  I  thought  this 
plan  were  to  pass,  I  would  advise  them  to  sell  all  their  hesJth  care 
stocks  and  all  their  health  care  bonds.  Now,  I  only  represent  50 
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percent  of  the  market,  so  maybe  the  other  50  will  be  there.  But  if 
you  want  to  nationalize  the  health  care  system,  don't  expect  the 
capital  to  be  there. 
Thank  you  very  much. 

[The  prepared  statement  and  charts  of  Mr.  Abramowitz  follow:] 


121 


STATEMENT     OF     KENNETH     S.  ABRAMOWITZ 


Market-based  forces  aie  dramatically  encouragiiig  the  growdi  of  HMOs,  as 
shown  in  Exhibit  1.  HMOs  now  service  nearly  50  million  lives  and  are  growing 
10%  annually.  By  1997,  over  70  million  will  be  covered  by  HMOs.  The  m^or 
driving  force  behhid  HMOs  is  their  ability  to  hold  cost  growth  to  levels  5%  below 
that  of  traditiooal  insurance  carriers.  Atypical  HMO  is  now  a  30>40%  better 
value  than  a  comparable  insurance  pUm.  Consequently,  as  shown  on  page  2, 
HMOs  will  inevitably  replace  traditional  uisurance  carriers  as  die  dominant  mode 
of  insurance  over  the  next  10  years.  However,  HMOs  will  play  only  a  modest  role 
in  the  Medicare  population,  as  shown  on  page  3>  because  of  insufiScicnt  incentives 
for  beneficiaries  to  use  HMOs. 

As  shown  on  page  4,  the  Health  Security  Act  would  bodi  positively  and 
negatively  Impact  managed  care  companies  such  as  HMOs.  PPOs,  and  well- 
positioned  insurance  carriers.  Such  companies  would  benefit  from  an  employer 
mandate  to  provide  cost-effective  health  insurance  and  small  group  reform  to  force 
community  lEdng  and  disallow  pie-existing  exemptions  for  aU,  which  HMOs 
already  abide  by.  HMOs  would  paiticulariy  benefit  from  a  mandate  that 
employers  contribute  S0%  of  an  average  plan,  because  HMOs  can  easily  be  20% 
less  costly  than  an  average  plan.  Consequently  most  employees  will  be  able  to 
join  an  HMO  for  fi-ee.  but  may  well  have  to  pay  $500-2,500  out-of-pocket  to  join  a 
PPO  or  a  traditional  insurance  carrier. 

On  the  other  hand,  some  aspects  of  the  Healfli  Security  Act  would  be  negative 
for  HMOs.  For  example,  offering  drug  benefits  to  ell  Medicare  beneficiaries 
reduces  (he  incentive  to  join  HMOs.  Subsidi2ing  low  interest  rate  loans  to 
hospitals  to  establish  their  own  HMOs  would  ofifer  these  competitors  an  undue 
advantage.  Mandatory  Health  AlUance  enroUment  for  all  employers  with  less  than 
5,000  employees  will  seva  HMO  relationships  with  corporate  benefit  managers 
and  force  HMOs  to  become  consumer  marketing  companies  to  150  million 
individuals.  No  employer  insurance  tax  cap  incents  people  to  stay  in  eiq^ensive, 
poorly-managed  plans.  Particularly  hurting  HMOs  would  be  the  subsidizing  of  the 
employer  tnandaie,  if  financing  were  to  be  insufBcient  and  lead  to  arbitrarily  lower 
rates.  Price  controls  on  fee^for-service  physicians  would  disincent  people  from 
joining  HMOs  by  making  traditional  insurance  temporarily  viable.  Forcing  HMOs 
to  offer  point-of-service  options  with  no  incentives  to  use  primary  care  gatekeepeia 
would  impair  cost-containment  capabilities,  quality  control,  and  medical  outcome 
shidies. 

If  all  these  negative  aspects  were  to  pass  into  legislation,  investors  would 
question  (he  ability  of  HMOs  to  continue  growing  membership,  revenues,  and 
earnings  on  a  dependable  basis,  determined  by  market-place  forces. 
Consequently,  stock  prices  wouU  quickly  fUl.  access  to  capital  would  subside  and 
management  confidence  and  willin^ess  to  invest  would  decline.  The  country  will 
have  missed  a  golden  opportunity  to  contain  costs  dmnigh  priytfe-sector 
coiiq>eti(ion. 
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Exhibit  4 


Analysis  Of  The  Health  Security  Act 

(P-  PotlUv*.  N-N«gatlv«) 


1.  Dtfbttng  «tandardiz«d  btnalitt  iMckadc,  cmphasriing  prwvntion  P 

i.  impotlng  •onw  modMl  Mnploycr  mandati  P  P  PP 

3.  Encouraging  •mploytn  to  contribut*  10%  of  tha«v«nig«  plan         PP  N  N 

4.  MNna  taaing  Part  B  Madlcara  pramlum*  P 

5.  RalalngalntaxMaignMcantly  H 
t.  Imposing  standard  claims  form 

7.  Trying  10  biersasattis  supply  or  primary  cam  doctors  P 

8.  Small  group  rsrorm:  Forcing  community  rating,  disallowing  pre-      PP  N 
txisting  oxamptlens 

 Impact  

HMQg      Drugs  Hospitals 

Unraasonablo 

I.  OfforingunmanagadlMadiears  drug  iMnsflts,  only  26%  rinanead       N  NN 
by  ttis  banofldarlss 

10.  MassivoMsdIcaroandMsdicaldmifflburssmentcuts  N  N  NN 
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Mr.  Waxman.  Thank  you  for  your  testimony. 

Let  me  start  off  with  questions,  one  for  Dr.  Wilensky  and  Mr. 
Abramowitz.  Both  of  you  seem  to  have  reservations  about  the  way 
the  President  is  proposing  to  finance  his  health  care  reform  plan. 
I  assume  that  both  of  you  are  also  supportive  of  assuring  that  all 
Americans  have  coverage  for  health  benefits. 

Do  you  have  any  concrete  alternatives  for  us  this  morning  as  to 
how  we  are  going  to  pay  for  universal  coverage  for  health  benefits 
by  January  1,  1998,  as  the  President  has  proposed? 

Mr.  Abramowitz.  Yes,  I  think  there  are  other  alternatives.  I  ac- 
tually happen  to  agree  with  the  concept  of  an  employer  mandate. 
I  think  the  time  has  come  for  the  employers  to  be  responsible  for 
their  employees.  I  don't  have  any  problem  with  the  employer  man- 
date. The  only  problem  I  have  with  it  is  I  would  redefine  it. 

In  other  words,  instead  of  starting  off  for  the  15  percent  of  people 
who  don't  have  health  insurance  with  an  employer  mandate  to  pro- 
vide full  health  insurance,  I  would  instead  quantify  the  employer 
mandate. 

For  example,  I  would  start  off  and  say,  all  employers  not  provid- 
ing health  insurance,  those  1  percent  must  provide  a  minimum  of 
$500  contribution  to  health  insurance  for  their  employees.  The  em- 
ployees can  supplement  it.  But  at  least  everyone  will  be  guaranteed 
$500.  That  would  be  enough  to  buy  a  not  very  good,  high  deductible 
insurance  policy,  which  is  not  the  answer  but  at  least  it  is  a  start, 
and  then  I  would  raise  the  $500  

Mr.  Waxman.  What  kind  of  start  would  that  be  for  a  low-income 
employee  in  a  small  business? 

Mr.  Abramowitz.  You  see  what  will  happen  is  if  the  person 
shows  up  at  the  hospital  and  the  hospital  gives  them  a  bill  for 
$20,000,  in  that  example,  if  it  is  a  $10,000  deductible,  the  hospital 
will  get  $10,000,  of  course,  from  the  insurance  company.  They  will 
just  eat  the  other  $10,000.  In  other  words,  that  person  is  not  

Mr.  Waxman.  He  has  got  to  be  sick  enough  for  the  hospital  to 
take  in  and  stabilize.  Otherwise,  they  will  tell  him  to  leave  and  go 
to  a  public  hospital,  wouldn't  they? 

Mr.  Abramowitz.  Sure.  Remember,  most  hospitals  take  people  in 
in  an  emergency.  There  won't  be  that  problem.  The  problem  is  real- 
ly on  the  primary  care.  In  other  words,  they  won't  be  getting  the 
vaccinations  they  will  be  getting.  I  am  not  proud  of  it  at  all. 

I  am  saying  if  we  start  at  $500  and  raise  it  $500  a  year  for  5 
to  7  years  in  lieu  of  minimum  wage  increases — ^by  the  way,  in  5  to 
7  years,  they  will  have  an  insurance  policy  that  we  will  be  proud 
of.  Unfortunately,  they  won't  be  one  we  will  be  proud  of  during  that 
interim  as  we  ramp  it  up. 

But  by  doing  that,  we  won't  be  forcing  the  government  to  come 
up  with  subsidies  when  it  has  no  money.  I  am  not  happy  with  it. 
I  am  just  saying  it  is  better  than  what  is  being  proposed. 

Mr.  Waxman.  Do  you  minimize  the  idea  of  cost  shifts,  which 
means  those  who  have  insurance  will  be  paying  far  more  for  access 
to  care  when  they  don't  have  insurance? 

Mr.  Abramowitz.  The  whole  system  works  on  cost  shifting.  In 
this  example,  if  we  go  to  the  hospital,  we  are  pa)dng  for  the  people 
who  aren't.  So  if  they  are  pajring  a  little  bit  by  that  deductible,  it 
would  actually  slightly  reduce  the  costs  of  health  care  for  the  other 
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85  percent  of  us  who  would  have  a  little  less  cost  shifting  to  pay 
for  as  a  result. 

Mr.  Waxman.  Dr.  Wilensky,  what  is  your  alternative  for  univer- 
sal coverage? 

Ms.  Wilensky.  I  very  much  support  universal  coverage.  I  think 
we  need  to  reduce  some  of  the  benefits  that  have  been  promised, 
in  particular  the  early  retiree  benefit  is  one  that  not  only  has  the 
potential  for  being  explosive  in  cost,  but  is  a  very  questionable  pol- 
icy for  an  aging  society  with  a  low  birth  rate.  To  start  is  to  say  I 
would  like  to  scale  back  some  of  the  benefits  that  have  been  prom- 
ised. That  will  take  away  some  of  the  pressure  that  is  gone  on. 

The  second  part  of  what  I  would  propose,  and  my  concern  in  par- 
ticular is  I  am  making  sure  we  have  adequate  subsidies  for  the 
lowest  income  population.  That  is  not  all  the  uninsured,  but  it  is 
the  uninsured  I  would  like  to  fold  in  earliest.  The  areas  I  would 
like  to  are  three. 

The  first  is,  I  think  disproportionate  share  spending  is  a  block  of 
money  that  ought  to  go  for  that  purpose.  That  is  not — ^that  is  why 
when  I  commented  on  that,  I  indicated  that  was  not  a  particular 
concern.  And  I  would  like  to  see  more  flexibility  being  given  to  the 
States  as  to  how  that  money  is  used. 

The  second,  although  I  know  the  politics  of  this  are  difficult,  is 
a  tax  cap.  I  do  think  that  we  have  large  amounts  of  Federal  sub- 
sidies being  devoted  to  higher  income  individuals,  and  because  of 
the  increased  marginal  tax  rates  that  were  in  the  economic  plan, 
that  has  made  that  problem  even  more  of  an  equity  problem  than 
it  was  in  the  past. 

In  the  third  place,  I  think  we  can  do  some  Medicare  reductions, 
I  think  this  $124  billion,  that  is  a  difficulty  to  me.  At  least  I  could 
see  under  the  present  program  a  $30  or  $40  billion  in  addition  to 
the  $56  billion  that  was  part  in  August. 

It  is  really  a  question  of  whether  people  would  be  willing  to  con- 
sider taking  on  income  relating  the  Medicare  program  in  general, 
not  making  it  a  welfare  program,  but  income  relating  the  Medicare 
program.  I  think  that  would  again  allow  you  to  have  considerably 
more  funding  for  the  part  that  I  worry  about  most,  the  lowest  in- 
come of  the  population. 

Mr.  Waxman.  Would  you  have  an  employer  mandate  to  cover  the 
working  people? 

Ms.  Wilensky.  I  prefer  the  individual  mandate.  But  I  agree,  if 
you  don't  have  a  mandate,  you  are  not  going  to  get  everybody  cov- 
ered. My  concern  is  that  when  you  have  an  employer  mandate,  you 
end  up  doing  what  we  see  being  done  now  with  the  subsidy  for 
small  firms  with  low-income  workers,  which  then  leads  to  distor- 
tions as  firms  try  to  reconfigure  themselves  so  as  to  take  best  ad- 
vantage of  the  subsidies  that  are  offered. 

Alan  Krueger  from  Princeton  University,  who  is  the  researcher 
who  came  out  with  the  recent  estimate  that  minimum  wages  don't 
increase  job  loss  as  much  as  some  had  feared  when  he  looked  at 
the  McDonald's  experience  in  New  Jersey,  estimated  that  the  kinds 
of  distortions  associated  with  the  subsidy  to  low-income  plans — 
firms  such  as  included  in  the  Health  Security  Act,  could  cost  a  mil- 
lion jobs. 
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That  is  the  kind  of  concern  that  I  have  about  working  through 
employer  mandates.  So  I  much  prefer  a  March  targeted  approach  | 
to  individuals. 

Mr.  Waxman.  Thank  you. 

Mr.  Bliley? 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  Mr.  Abramowitz,  if  the  i 
Clinton  plan  is  enacted,  where  would  you  advise  your  clients  to  in-  ! 
vest  their  money?  i 

Mr.  Abramowitz.  Well,  health  care  is  15  or  14  percent  of  the 
GDP.  There  is  the  other  86.  That  would  be  a  pretty  good  place  to 
look.  There  are  also  other  countries.  But  in  effect,  the  Health  Secu- 
rity Act  says,  don't  invest  in  health  care.  We  want  to  live  off  of  his- 
torical capital.  Don't  put  any  new  capital — ^any  new  capital,  we  are  j 
going  to  price  control  and  we  are  not  even  going  to  tell  you  what  | 
the  rate  of  return  is.  All  we  know  is  we  don't  even  know  if  there  i 
is  going  to  be  a  rate  of  return.  People  will  put  their  money  in  other 
things. 

The  same  problem  is  with  the  physicians.  When  I  was  at  Colum- 
bia, the  smartest  kids  in  my  class  were  premedicines.  If  you  were 
the  smartest  kid  in  your  class  and  you  were  20  years  old,  and  you 
were  trying  to  decide,  should  I  go  to  graduate  school,  should  I  go 
to  business  school,  they  don't  regulate  you  there,  should  I  go  to  law 
school,  they  don't  regulate  you  there,  or  should  I  go  to  medical 
school?  I 

If  I  go  to  medical  school,  I  have  to  work  for  5  to  10  years,  I  have 
to  absorb  $100,000  of  debt,  and  then  the  government  is  going  to 
price  control  me  like  a  civil  servant.  Forget  it.  I  will  go  to  business 
school  or  law  school. 

If  this  plan  goes  through,  we  are  going  to  have  a  shortage  of  high 
quality  American  doctors.  We  are  going  to  have  to  import  high 
quality  foreign  medical  graduates  to  make  up  for  the  fact  that  our 
best  and  brightest  aren't  going  to  go  into  the  medical  field.  You  | 
can't  socialize  15  percent  of  the  economy  and  not  socialize  the  other  | 
85  and  expect  resources  to  go  to  the  15.  j 

Mr.  Bliley.  Dr.  Rivlin  makes  the  statement,  health  reform  is  ab-  | 
solutely  essential  to  further  deficit  reduction.  Do  you  agree  with  | 
this,  and  could  you  also  comment  on  the  administration's  assertion  i 
that  the  Clinton  plan  will  lead  to  $58  billion  in  deficit  reduction?  | 

Ms.  WiLENSKY.  The  second  part  is  easier.  Let  me  start  there.  I  , 
think  the  notion  that  you  can  take  on  change  for  what  is  almost 
one-seventh  of  the  economy,  that  you  can  ms^e  major  new  benefits 
in  Medicare  and  early  retirees,  that  you  can  bring  in  all  the  unin-  j 
sured,  unemployed,  and  move  up  workers  who  now  don't  have  the  ' 
best  of  the  Fortune  500  insurance  and  reduce  the  deficit  is  just  fan- 
tasy, j 

We  have  a  harder  time  predicting  what  it  is  going  to  cost  when  | 
we  make  marginal  changes.  And  some  of  our  experiences  in  Medi- 
care, our  experience  with  trying  to  project  expenditures  in  the  1990 
budget  act  just  reinforces  how  dif^icult.  So  the  notion  that  we  will  i 
have  deficit  reduction  because  there  is  a  $45  billion  cushion  just  be-  ! 
lies  all  the  experience  of  the  last  20  years.  j, 

You  do  not  need  to  have  health  care  reform  to  cure  the  deficit  f 
any  more  than  you  need  health  care  reform  to  make  us  internation- 
ally competitive.  You  ought  to  have  health  care  reform  because  we 
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have  too  many  people  without  insurance  and  because  the  rate  of 
spending  doesn't  make  any  sense. 

The  other  issues  can  be  handled  on  their  own  if  people  request 
them.  There  is  the  issue  that  Medicare  has  been  a  contributor — 
and  Medicaid  has  certainly  been  a  contributor  of  both  of  those — 
could  be  dealt  with  directly  if  that  was  the  desire.  I  wouldn't  use 
that  as  your  rationale  for  health  care  reform. 

There  are  plenty  of  good  rationales  for  health  care  reform  on 
their  own.  You  just  have  to  make  sure  the  fix  is  not  causing  a  prob- 
lem that  is  even  worse  than  the  disease,  and  the  disease  is  bad 
enough. 

Mr.  Bliley.  Mr.  Abramowitz,  would  you  agree  or  care  to  com- 
ment on  that? 

Mr.  Abramowitz.  Sure.  I  would  generally  agree.  I  think  that 
Medicare  and  Medicaid  can  do  lots  of  things  to  control  their  own 
health  care  spending  without  this  larger  health  care  reform.  For 
example,  the  private  sector  is  now  25  percent  HMO's.  Medicaid  is 
only  about  12.  And  Medicare  is  only  about  8  percent.  I  think  the 
government  should  work  on  trying  to  increase  the  percentage  of 
Medicaid  and  Medicare  folks  in  HMO's. 

Medicaid  is  a  little  easier  because  it  is  just  easier  to  move  Medic- 
aid folks  around  politically.  And  so  I  would  have  mandatory  Medi- 
care HMO's  over  the  next  5  or  10  years.  The  HMO's  are  not  ready 
for  that.  You  have  to  make  sure  it  is  done  in  a  quality  fashion.  You 
can't  just  throw  30  million  people  into  the  HMO  system.  But  I 
think  over  5  or  10  years  the  HMO's  could  gear  up  to  handle  those 
folks.  Instead  of  giving  the  drug  benefit  to  Medicare  beneficiaries, 
only  give  it  to  those  who  join  HMO's. 

I  think  the  government  could  do  that  for  free  because  the  HMO's 
could  manage  the  benefit  and  then  kill  two  birds  with  one  stone. 
Give  Medicare  drug  benefits  to  those  who  want  it  and  incentivize 
people  to  join  HMO's. 

Mr.  Bliley.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Mr.  Wyden. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman.  I  would  like  to  note  and 
then  ask  a  question  of  the  witnesses  that  before  the  end  of  western 
civilization  is  predicted  under  the  Clinton  health  plan,  that  medical 
school  enrollments  are  back  up  significantly,  salaries  of  primary 
care  providers  are  shooting  up  as  well,  and  I  think  it  is  just  impor- 
tant to  note  all  of  those  kinds  of  trends  as  we  have  this  discussion. 

Dr.  McArdle,  if  I  might,  we  have  got  this  sort  of  battle  of  the 
charts  at  this  point.  Everybody  is  weighing  in  with  one  chart  or  an- 
other. And  we  have  even  got  a  significant  disparity  in  premium 
costs  over  on  the  easel  over  there.  The  right-hand  column  is  essen- 
tially the  administration's  estimated  premium  costs.  Then  you  have 
got  everybody  else's  calculus  of  the  premium  cause,  HIA,  everybody 
else's  of  course  significantly  higher. 

What  can  you  tell  the  subcommittee  about  the  populations  cov- 
ered by  the  two  surveys  on  the  easel,  and  exactly  how  they  differ 
from  the  national  sample  used  by  the  administration? 

Mr.  McArdle.  Mr.  Wyden,  actually  we  didn't  compile  those  num- 
bers. We  did  give  our  own  estimates  which  are  comparable  to 
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those,  they  are  about  30  percent  higher.  We  can  tell  but  our  own 
database. 

Mr.  Wyden.  Why  don't  you  do  that.  What  I  am  driving  at  is,  I 
am  one  who  feels  there  has  not  been  enough  hard-headed  analysis 
of  what  we  are  seeing  with  the  administration's  numbers  in  the 
private  sector.  But  I  have  the  same  sort  of  reservations  about  the 
numbers  that  you  all  are  throwing  around  as  well.  And  so  I  think 
it  would  be  helpful  to  try  to  have  you  all  tell  us  how  you  get  to 
your  numbers  up  there. 

Mr.  Yamamoto.  I  think  we  are  really  trying  to  strive  for  the  very 
same  answer,  and  that  is  what  is  the  Health  Security  Act's  pro- 
gram going  to  cost  on  average  for  the  whole  population.  We  are 
starting  from  different  perspectives  and  we  feel  more  comfortable 
with  the  data  source  we  have  available. 

We  are  starting  out  with  a  claimant's  database  that  consists  of 
what  we  feel  is  a  significant  portion  of  the  population,  and  fairly 
representative  of  what  the  Nation  as  a  whole  might  cost  if  they 
were  put  under  one  insured  program. 

Every  type  of  studies  that  I  have  seen  done  by  academics  and 
other  consultants  tends  to  drive  me  to  the  point  that  what  we  see 
as  far  as  health  care  utilization  for  a  large  corporation  that  has 
employees  scattered  all  over  the  United  States  is  not  that  much  dif- 
ferent than  the  national  population  as  a  whole. 

Mr.  Wyden.  I  would  take  exception  with  you,  and  let  me  use  a 
specific  example.  The  BACE  plan  showed  on  the  chart  is  available 
essentially  to  congressional  employees  who  are  located  in  the 
Washington  area.  I  note  from  your  testimony  that  the  mid-Atlantic 
region  has  much  more  traditional  indemnity  plan  use,  much  less 
HMO  use,  much  lower  deductibles. 

It  seems  health  spending  in  the  region  market  covered  by  BACE, 
the  one  we  are  looking  at  in  this  chart,  is  not  very  comparable  to 
the  administration's  national  average.  And  I  will  also  tell  you  that 
what  you  are  using  is  not  at  all  close  to  what  we  have  in  the  Pa- 
cific Northwest. 

So  I  have  to  tell  you,  I  have  got  some  reservations  about  the  kind 
of  model  that  I  see  up  there,  and  I  would  be  interested  in  your 
analysis. 

Mr.  Yamamoto.  I  can  really  appreciate  that.  I  lived  in  Seattle  for 
15  years  of  my  life.  In  fact,  I  grew  up  in  Spokane,  Wash.  One  of 
the  things  we  have  done  with  your  modeling  and  something  that 
you  would  notice  with  the  table  that  is  on  page  12  of  our  written 
testimony  is  there  are  a  lot  of  different  geographic  differences  in 
cost  and  health  care  utilization  that  we  tried  to  take  into  account 
in  our  modeling.  If  you  would  note  the  table  on  page  12,  the  dif- 
ferences between  the  high  cost  sharing  plan  and  the  low  cost  shar- 
ing plan  are  radically  different  by  geographic  area. 

So  that  is  something  that  has  to  be  taken  into  account  when 
looking  at  the  overall  national  averages,  is  how  does  everybody  in 
all  these  different  disparate  groups,  really  come  together  to  form 
this  national  average.  I  mean,  when  we  really  get  down  to  the 
nitty-gritty  of  the  pricing  of  all  this,  it  is  going  to  be  done  on  the 
local  level. 

And  we  
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Mr.  Wyden.  Any  way  you  cut  it,  though,  the  health  spending  in 
the  regional  market  covered  by  BACE  doesn't  seem  very  com- 
parable to  the  administration's  national  average. 

Mr.  Yamamoto.  No,  it  wouldn't.  And  the  numbers  that  we  have 
presented,  we  have  tried  to  take  into  account  all  the  distinct  risk 
selection  types  of  things  that  come  into  play  when  you  are  trying 
to  make  comparisons.  So  we  have  tried  to  make  an  apples  to  apples 
comparison. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden. 

Mr.  Brown? 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Abramowitz,  perhaps  you  in  your  circle  of  friends  at  Colum- 
bia were  motivated  only  by  your  future  earning  power,  but  I  would 
hope  that  at  least  some  of  those  people  who  choose  medicine  in  the 
future  when  they  are  young  people  would  look  to  something  per- 
haps as  obscure  as  serving  their  community  and  thinking  about 
what  they  could  do  while  making  a  good  living  that  medicine  can 
bring  to  people.  I  was  just  not  particularly  appreciative  of  the  com- 
ment you  made  that  way. 

A  question,  not  on  that  same  subject,  I  asked  an  earlier  panelist. 
Dr.  Rivlin,  and  didn't  particularly  get  a  good  answer  about  the 
shifting  responsibility  for  retiree  premiums,  for  premium  payments 
from  large  corporations  and  indirectly  unions  that  are  saddled  with 
those  costs,  now  shifting  them  to  the  government  through  this 
health  care  system. 

The  estimates  from  the  administration,  some  people  are  pretty 
critical  of  that  they  may  not  be  all  that  accurate.  Can  any  of  the 
four  of  you  comment  on  what  assumptions  they  made,  what  costs, 
what  you  see  the  costs  that  the  administration  has  underesti- 
mated? 

Ms.  WiLENSKY.  I  have  only  some  of  my  information  that  I  believe 
is  mostly  from  the  newspapers.  One  of  the  difficulties  of  being  out 
of  the  administration  is  you  don't  have  the  same  flow  of  instant  in- 
formation. The  problem,  as  I  see  it,  with  regard  to  the  early  retiree 
benefit  is  that  it  is  an  area  where  behavior  can  change  in  a  dra- 
matic way.  And  that  is  usually  where  we  have  had  so  much  dif- 
ficulty in  accurately  predicting  what  a  program  would  cost. 

As  I  understand  it  right  now,  out  of  the  21  million  people  who 
are  between  the  ages  of  55  and  64,  there  are  something  like  3  mil- 
lion people  who  are  retired.  That  means  an  awful  lot  of  people  are 
not  retired.  Not  all  of  those  are  working.  Some  of  these  are  people 
who  have  not  been  in  the  labor  force. 

What  this  means  is  that  there  is  a  large  group  of  people  who 
could  become  retired,  and  therefore  take  advantage  of  this  new  gov- 
ernment benefit,  and  that  would  impact  the  estimated  cost  of  the 
program.  My  understanding  is  that  the  administration  has  in- 
creased the  estimated  cost  of  the  program  since  first  raising  it  in 
its  September  22nd  or  the  September  7th  informal  release,  it  has 
raised  the  estimated  cost  once  or  twice  by  trying  to  acknowledge 
there  might  be  some  changes  in  behavior. 

It  is  furthermore  a  problem  because,  in  7  years'  time,  we  will 
have  the  first  of  the  baby  boomers  hit  the  age  of  55,  and  therefore 
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you  have  this  bulge  coming  through  of  people  who  will  also  be  able 
to  take  advantage  of  this  proposal. 

What  you  see  is  not  only  a  shifting,  if  that  happens,  of  retiree 
benefits  that  had  been  primarily  covered  by  the  employer  to  the  ex- 
tent that  it  occurred,  and  therefore  picked  up  by  government,  but 
you  have  a  new  population  that  may — who  may  be  at  the  margin, 
deciding  should  I  work,  should  I  retire,  who  have  not  retired  be- 
cause of  concern  about  having  health  care  benefits  not  be  provided 
until  they  reach  their  Medicare  age,  having  one  major  concern 
taken  away. 

And  it  is  the  potential  change  in  behavior  as  well  as  the  fact  that 
you  have  some  aging  industries  who  can  look  and  see  a  potential 
good  deal  coming  down  the  pike.  They  can  encourage  some  of  their 
older  workers  to  take  early  retirement  to  allow  them  to  hire  young- 
er, less  expensive,  frequently  more  sophisticated  technically,  work- 
ers, and  to  get  their  high-cost  retirees  off  of  their  hands  into  the 
community  rating  alliance. 

So  that  there  is  in  fact  a  real  potential  shift.  My  understanding 
is  the  administration  has  put  some  limit  on  how  much  you  can 
shift  your  employee  cost  within  the  first  couple  of  years.  But  there 
is  an  awful  long  time  after  those  first  couple  of  years  where  chang- 
ing behavior  could  have  a  big  impact  on  the  Federal  deficit. 

Mr.  McArdle.  We  have  a  considerably  higher  estimate  for  the 
cost  of  the  standard  benefit  package.  One  of  the  difficulties  for  the 
committee  is:  How  do  you  reconcile  these  different  numbers?  One 
problem  with  doing  that  is  we  can  tell  you  what  our  assumptions 
are,  but  the  administration  hasn't  specified  what  all  its  assump- 
tions have  been.  So  they  have  described  their  methodology  but  we 
don't  know,  for  example,  what  their  assumptions  are. 

We  do  have  some  clues,  though.  For  example,  we  think  they  are 
reducing  their  charges  by  about  10  or  15  percent  for  uncompen- 
sated care,  and  you  all  will  have  to  judge  whether  you  think  that 
is  a  reduction  that  is  feasible.  We  have  used  a  lower  number  of 
about  6  percent,  because  we  also  see  a  lot  of  Medicare  cost  shifting 
continuing  under  the  new  program.  But  that  is  one  area  of  dif- 
ference you  could  hone  in  on. 

The  other  is  there  is  something  unusual  about  how  the  adminis- 
tration got  from  its  single  price  to  its  family  price  using  a  four-tier 
structure  that  is  in  the  statute.  You  would  be  well-advised  to  try 
to  hone  in  on  that  and  see,  how  did  they  get  that  family  number. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  I  would  like  to  ask  another  round  of  questions. 

Mr.  Abramowitz,  you  indicated  you  think  there  is  something 
going  on  now  in  health  care  that  is  pulling  down  costs,  and  you  in- 
dicate HMO's  seem  to  be  a  significant  factor  in  what  you  call  a  rev- 
olution. Is  that  primarily  the  basis — and  you  indicated  in  the  phar- 
maceutical area  

Mr.  Abramowitz.  Management  companies  in  the  pharmaceutical 
area. 

Mr.  Waxman.  Are  those  the  two  reasons  you  think  health  care 
costs  are  going  down?  If  you  did  nothing — ^if  we  did  nothing,  do  you 
think  the  trends  would  be  to  find  that  health  care  bills  are  just  not 
going  to  be  rising  as  rapidly? 
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Mr.  Abramowitz.  On  Wall  Street,  we  have  an  expression,  the 
cure  for  high  prices  is  high  prices.  In  other  words,  just  raise  your 
prices  10  percent  a  year  forever,  and  I  promise  you  no  one  is  going 
to  buy  whatever  you  are  selling.  Similarly,  if  you  raise  taxes  10 
percent  a  year  forever,  no  one  is  going  to  be  buying  your  services 
anymore  in  Washington.  It  works  the  same  way  in  the  public  sector 
as  in  the  private  sector. 

So  that  is  the  major  factor.  But  there  is  another  factor.  The  other 
factor  is  the  national  debate.  The  national  debate  has  scared  every- 
body not  only  in  health  care  but  consumers,  it  has  made  everybody 
much  more  price  sensitive  and  price  conscious.  People  are  using 
their  heads  for  the  first  time. 

Whether  it  is  using  their  heads  to  decide  to  buy  a  generic  versus 
a  brand  name  drug  or  using  their  heads  in  terms  of  trying  to  de- 
cide the  lower  cost  plan  like  an  HMO  or  PPO  versus  a  traditional 
insurance  company.  So  the  point  is  that  the  mechanisms  were  get- 
ting set  up.  In  other  words,  the  HMO's  and  the  pharmacy  benefit 
management  companies,  they  were  doing  their  squeezing  of  the 
health  care  system,  and  then  when  the  national  debate  came  up, 
it  just  accelerated  the  trends  that  would  have  taken  place  anyway. 

Mr.  Waxman.  How  is  it — ^would  you  explain  that  under  Medicare, 
when  seniors  do  have  a  choice  between  an  HMO  and  the  tradi- 
tional Medicare  system,  they  are  not  opting  for  the  most  part  to 
join  HMO's? 

Mr.  Abramowitz.  HMO's  have  one  great  positive  and  one  great 
negative.  The  great  positive  is  that  they  are  about  20  to  40  percent 
more  cost-effective  than  a  traditional  insurance  carrier.  The  great 
negative  is  you  have  to  give  up  freedom.  It  is  not  so  easy  to  con- 
vince people  to  give  up  freedom.  I  like  freedom  too.  It  is  not  so  easy 
for  me.  I  am  not  saying  this  is  an  easy  task. 

We  are  in  effect  asking  people  to  balance  how  much  is  the  money 
worth,  how  much  is  the  freedom  worth.  So  you  won't  get  100  per- 
cent of  people  to  join  in  an  HMO  in  1  second.  But  the  Medicare 
beneficiaries  are  joining  HMO's  very  fast,  approximately  10  or  15 
percent  growth  every  year.  So  that  8  percent,  next  year  it  will  be 
9  or  10.  It  is  not  a  ground  swell,  but  10  or  15  percent  growth  is 
pretty  fast. 

Mr.  Waxman.  You  think  we  ought  to  do  everything  we  can  to  ac- 
celerate the  trend  of  people  belonging  to  HMO,  either  mandatorily 
for  poor  people  or  mention  incentives  for  elderly  and  others? 

Mr.  Abramowitz.  Yes.  I  like  carrots  more  than  sticks.  You  are 
taking  freedom  away  from  people,  and  you  don't  want  to  hit  them 
with  a  stick  at  this  time. 

Mr.  Waxman.  You  indicated  to  us  that  the  best  and  brightest  are 
reevaluating  whether  to  go  into  medicine.  Do  you  think  that  the 
best  and  brightest  will  want  to  go  into  medicine  if  they  look  at  just 
being  part  of  an  HMO  without  the  ability  for  independent  practice? 

Mr.  Abramowitz.  That  is  a  very  good  question.  When  I  talk  to 
physicians,  they  all  tell  me,  I  am  not  going  to  tell  my  son  or  daugh- 
ter to  go  to  medical  school.  So  the  damage  is  already  partially  done, 
so  to  speak  in  terms  of  future  generations  of  physicians.  But  there 
is  an  important  difference  between  HMO's  controlling  health  care 
and  the  government  controlling  health  care. 

Mr.  Waxman.  What  is  that  difference? 
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Mr.  Abramowitz.  The  important  difference  is  that  in  every  city  j 
if  we  had,  for  example,  10  HMO's  controlling  health  care  if  there  | 
is  choice,  in  other  words   i 

Mr.  Waxman.  What  if  there  is  no  choice?  What  if  there  is  one  i 
HMO  around,  and  a  doctor  is  going  to  be  regulated  by  the  people  j 
who  run  it  and  the  patients  are  going  to  be  regulated  by  the  people  | 
who  run  it.  Why  do  you  think  that  is  any  better  than  the  govern-  | 
ment  regulating  what  the  doctors  or  patients  do?  ' 

Mr.  Abramowitz.  In  that  example,  I  don't  care,  one  of  anj^hing 
managing  anything.  In  that  example,  they  would  be  virtually  the 
same.  My  argument  is,  in  the  bigger  cities  where  you  might  have 
10  or  20  or  5  HMO's  competing  with  each  other,  if  someone  is 
grossly  underpaying  doctors,  the  doctors  won't  join.  Conversely,  if 
some  HMO  is  grossly  denying  care  to  people,  people  will  vote  with 
their  feet. 

Mr.  Waxman.  You  think  it  is  important  that  for  every  person,  he 
or  she  have  a  choice  if  it  is  an  HMO,  that  they  have  a  fee-for-serv- 
ice  plan  or  some  other  alternative? 

Mr.  Abramowitz.  Oh,  yes,  absolutely. 

Mr.  Waxman.  Including  poor  people? 

Mr.  Abramowitz.  Yes.  But  there  it  is  a  little  different.  Remem- 
ber, if  someone  is  getting  an  entitlement  from  the  government,  the 
government  can  define  what  that  person  is  getting  in  return.  For 
example,  take  public  schools.  We  only  pay  if  you  join  a  public 
school  

Mr.  Waxman.  You  have  no  problems  with  employers  telling  peo- 
ple, you  only  have  one  HMO,  and  that  is  it? 

Mr.  Abramowitz.  No,  I  don't  like  that  concept.  I  would  like  them 
to  say  here  is  an  HMO  that  you  can  join,  and  I  will  pay  100  per- 
cent of  the  cost  for  you  to  join.  You  don't  have  to  join  it  and  I  will 
give  you  that  amount  of  money  and  apply  it  towards,  let's  say, 
three  other  plans  or  five  other  plans,  whatever.  But  at  least  I  think 
everyone  in  America  should  have  the  God-given  right  to  join  a  good 
HMO  subsidized  by  the  employer  and  by  the  government.  That  is 
what  I  think  we  should  strive  for. .  If  you  want  something  more 
than  that  that  is  fine.  Use  your  own  money. 

Mr.  Waxman.  And  for  poor  people,  it  is  like  saying  the  rich  and 
poor  can  sleep  under  bridges  equally? 

Mr.  Abramowitz.  That  is  a  good  point.  Since  many  of  us  will 
have  the  money  if  we  want  to,  to  join  something  other  than  an 
HMO,  the  poorer  folks,  that  is  right,  will  in  effect  be  relegated  to 
HMO's.  But  by  making  sure  no  HMO  can  service — ^for  example,  in 
Medicare,  you  can't  have  more  than  50  percent. 

By  saying  you  can't  have  more  than  25  percent  Medicaid,  for  ex- 
ample, it  will  at  least  have  a  mainstream  plan,  we  won't  have  a 
poor  plan  HMO  that  you  are  stuck  into  because  you  are  poor,  and 
tough  luck. 

Mr.  Waxman.  So  the  safety  valve  is  not  necessarily  that  they  can 
have  a  choice  out  of  it  if  they  are  poor,  but  at  least  the  HMO  they 
belong  to  can't  be  a  poor  people's  HMO. 

Mr.  Abramowitz.  That  is  exactly  right.  They  can't  have  25  per- 
cent Medicaid  folks. 

Mr.  Waxman.  We  have  gotten  to  someplace  where  we  agree. 

Mr.  Bliley. 
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Mr.  Bliley.  Your  line  of  questions,  Mr.  Chairman,  I  agree  with, 
because  that  is  what  the  Clinton  plan  does,  it  drives  the  poor  peo- 
ple into  HMO's  and  they  don't  have  any  choice. 

Mr.  Waxman.  We  don't  want  that. 

Mr.  Bliley.  Mr.  Abramowitz,  if  the  Clinton  plan  is  enacted,  who 
wins  and  who  loses? 

Mr.  Abramowitz.  There  is  a  very  important  difference  between 
the  marketplace  and  a  place  controlled  by  the  government.  If  the 
government  takes  over  health  care,  there  will  be  only  winners.  We 
won't  have  winners  and  losers.  What  I  like  about  the  private  sector 
solution  is  there  is  winners  and  losers.  The  HMO's  will  win,  the  in- 
surance companies  will  lose. 

Drug  companies  that  are  not  innovative  will  lose.  Those  that  are 
innovative  will  win.  Hospitals  that  are  inefficient  will  lose.  I  like 
winners  and  losers.  It  is  good  for  the  country  and  also  for  investors. 
You  can  invest  in  the  winners  and  not  invest  in  the  losers. 

Under  the  American  Health  Security  Act,  we  will  only  have  one 
set  of  losers,  in  other  words  everybody,  including  I  think  the  public. 

If  you  look  at  a  comparable  plan,  for  example,  the  first  country 
to  adopt  global  budgets  was  the  Soviet  Union.  Seventy-five  years 
ago,  they  innovated,  created  global  budgets,  set  a  budget  for  all 
health  care  spending.  Seventy-five  years  later,  the  average  life- 
span of  the  Russian  citizen  has  fallen  into  the  60's  while  we  are 
into  the  70's.  They  are  roughly  68,  we  are  75. 

There  are  a  lot  of  problems  with  Russian  society,  global  budgets 
is  just  one.  But  the  point  is,  it  has  been  tried  before  and  it  failed 
in  the  Soviet  Union  for  a  variety  of  reasons.  And  what  lesson  did 
we  learn  from  the  Soviet  Union? 

We  learned  that  the  doctors  lost,  the  drug  companies  lost,  the 
hospitals  lost,  the  consumers  lost,  and  so  did  the  Communist  Party. 

Mr.  Bliley.  Thank  you  very  much.  Dr.  Wilensky,  Dr.  Rivlin's  tes- 
timony places  considerable  emphasis  on  the  15  percent  cushion  or 
about  $44  billion,  the  administration  has  added  to  their  estimate 
to  cover  possible  behavioral  changes  that  are  difficult  to  model  di- 
rectly. 

Do  you  regard  this  cushion  as  conservative? 

Ms.  Wilensky.  It  is  not  even  close.  Let  me  give  you  a  couple  of 
examples,  and  again,  these  are  all  things  that  I  think  if  you  have 
lived  through,  you  will  probably  remember.  The  $500  billion  deficit 
reduction  package,  the  first  one  in  1990  has  had  $190  billion  of  up- 
ward technical  revisions  to  it  since  it  has  been  passed.  And  this  is 
only  1993. 

And  in  fact  a  component  of  that  had  to  do  with  Medicare  and 
Medicaid.  It  was  estimated  we  would  have  a  reduction  in  Medicare 
and  Medicaid  of  $40  billion.  In  fact,  only  months  after  it  was  nego- 
tiated, the  projections  looked  like  we  would  see  net  increases  of  $60 
billion.  We  would  have  had  $100  billion  if  we  had  not  had  that  $40 
billion  reduction.  It  is  not  that  it  wasn't  there.  It  is  just  that  accu- 
rately understanding  how  much  big  numbers  can  change,  how 
much  behavior  can  change  has  been  very  difficult. 

I  think  the  notion  of  tliinking  that  $45  billion,  when  you  are  talk- 
ing about  a  program  as  large  as  an  $800  or  $900  billion  health  care 
budget — and  we  are  in  fact  talking  about  major  changes  almost  ev- 
erywhere we  look  in  health  care — and  thinking  that  is  a  big  deal 
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cushion,  just  belies  the  history  of  the  last  20  years.  So  conservative 
is  not  the  word  I  would  use. 

Mr.  Bliley.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Thank  you,  witnesses.  It  was  a  very  good  panel. 

Mr.  Waxman.  I  do  want  to  compliment  this  panel  as  well.  I  think 
you  have  been  helpful  in  giving  us  material  to  evaluate. 

That  concludes  our  business.  The  committee  is  adjourned. 

[Whereupon,  at  3:20  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair.] 


HEALTH  CARE  REFORM 
Benefits  and  Coverage 


WEDNESDAY,  DECEMBER  8,  1993 

House  of  Representatives, 
Committee  on  Energy  and  Commerce, 
Subcommittee  on  Health  and  the  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:48  a.m.,  in  room 
2359-A,  Raybum  House  Office  Building,  Hon.  Henry  A.  Waxman 
(chairman)  presiding. 

Mr.  Waxman.  The  meeting  of  the  subcommittee  will  please  come 
to  order. 

This  morning  the  subcommittee  will  continue  its  hearings  on 
H.R.  3600,  the  President's  health  care  reform  proposal.  We  are 
holding  today's  hearing  and  will  be  holding  additional  hearings  to- 
morrow and  in  January  in  order  to  prepare  members  for  a  markup 
on  the  President's  bill  early  next  year. 

Chairman  Dingell  has  referred  the  bill  to  this  subcommittee  and 
to  our  sister  Subcommittee  on  Commerce,  Consumer  Protection  and 
Competitiveness  for  matters  within  its  jurisdiction  until  March  4. 
I  recognize  this  is  an  ambitious  schedule,  but  if  we  are  going  to 
enact  health  care  reform  in  this  Congress,  we  need  to  get  started. 

Today's  hearing  will  focus  on  the  comprehensive  benefit  package 
which  the  President's  plan  proposes  to  guarantee  to  all  Americans. 
In  addition  to  basic  hospital,  physician,  and  diagnostic  services,  as 
well  as  prescription  drugs,  the  President's  bill  would  also  guaran- 
tee coverage  for  preventive  services  and  for  mental  health  and  sub- 
stance abuse  treatment.  This  package  compares  favorably  with  the 
benefits  now  offered  by  many  employers. 

I  have  some  concerns  about  the  design  of  the  benefits  package 
that  I  hope  to  discuss  with  our  witnesses  today.  We  need  to  clarify 
what  effect  the  President's  bill  would  have  on  mental  health  bene- 
fits currently  available  in  the  public  and  the  private  sectors.  We 
will  also  need  to  consider  the  implications  of  delaying  a  comprehen- 
sive mental  health  care  benefit,  particularly  with  respect  to  chil- 
dren, until  the  year  2001. 

Similarly,  we  need  to  understand  the  role  that  substance  abuse 
coverage  in  the  benefit  package  could  play  in  relationship  to  the 
Nation's  drug  control  strategy.  The  President  has  signaled  his  com- 
mitment to  changing  the  direction  of  previous  administrations  by 
focusing  resources  upon  e3q)anding  the  availability  of  treatment. 
Yet  it  appears  that  the  effect  of  the  President's  bill  may  be  to 
sharply  reduce  current  Federal  funding  levels  for  drug  treatment 
in  order  to  help  finance  health  reform. 
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I  also  think  we  need  to  look  at  the  design  of  the  substance  abuse 
benefit  and  particularly  the  impact  that  cost  sharing  requirements 
and  limits  on  residential  care  will  have  on  access  to  treatment  by 
hard-core  addicts. 

We  have  a  number  of  witnesses  today,  but  before  recognizing  and 
calling  on  those  witnesses,  I  want  to  have  Mr.  Bliley,  the  ranking 
minority  member  of  the  subcommittee,  be  given  an  opportunity  for 
his  opening  statement. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  I  would  like  to  join  you 
in  welcoming  our  witnesses  today.  The  benefits  package  in  the 
Clinton  health  care  plan  is  indeed  generous  compared  to  many 
plans  available  today,  and  it  is  important  to  hear  any  concerns  that 
have  been  raised  about  it.  It  is  my  understanding  that  today's 
hearing  will  focus  on  the  mental  health  and  substance  abuse  bene- 
fits, the  prevention  benefits,  and  dental  and  vision  benefits.  These 
are  all  very  important  issues  that  deserve  our  attention. 

Equally  important,  however,  is  the  controversy  surrounding  com- 
ments recently  made  by  the  administration's  Surgeon  General,  Dr. 
Jocelyn  Elders,  concerning  the  legalization  of  drugs.  At  a  recent 
National  Press  Club  luncheon,  Dr.  Elders  made  the  following  state- 
ment, and  I  quote,  "And  I  do  feel  that  we  would  markedly  reduce 
our  crime  rate  if  drugs  were  legalized,  but  I  don't  know  all  of  the 
ramifications  of  this.  I  do  feel  that  we  need  to  do  some  studies." 
She  then  continued  and  stated  that  some  countries  have  legalized 
drugs  and  seen  a  reduction  in  their  crime  rate  and  there  has  been 
no  increase  in  their  drug  use. 

These  comments  by  the  Surgeon  General,  the  Nation's  top  physi- 
cian, are  sadly  misguided  and  send  the  wrong  message  to  our  chil- 
dren. As  the  rankmg  member  on  this  subcommittee  and  on  the 
Committee  on  the  District  of  Columbia,  I  am  particularly  disturbed 
that  such  wrong-headed  opinions  are  being  expressed  at  the  high- 
est levels  of  this  administration.  I  am  hopeful  that  toda/s  first  wit- 
ness, Lee  Brown,  the  director  of  the  Office  of  National  Drug  Policy, 
can  speak  directly  to  the  Surgeon  General's  ideas  concerning  legal- 
ization and  crime. 

Concerning  the  substance  abuse  and  mental  health  benefit  in  the 
administration's  health  care  plan,  it  is  my  understanding,  that  the 
pricing  of  these  benefits  has  been  very  controversial,  and  I  am 
hopeful  that  the  administration  witnesses  can  shed  some  light  on 
this  controversy  and  provide  the  subcommittee  with  some  numbers 
and  assumptions  that  will  help  us  understand  how  much  these 
benefits  will  cost  and  what  policies  are  behind  them. 

In  addition,  I  hope  some  of  today's  testimony  will  provide  some 
detailed  explanations  of  the  policy  implications  of  the  administra- 
tion's mental  health  and  substance  abuse  benefits.  I  am  particu- 
larly concerned  about  the  trade-ofi"  policy  in  the  mental  health  ben- 
efit under  which  patients  would  trade  their  inpatient  hospital  days 
for  more  frequent,  intensive,  nonresidential  services  on  a  two-to- 
one  basis.  The  same  type  of  trade-off  policy  is  also  mandated  for 
substance  abuse  patients  where  patients  are  required  to  trade  in 
available  inpatient  days  for  outpatient  substance  abuse  and  relapse 
prevention  treatment  at  a  four-to-one  ratio.  There  are  some  serious 
ethical  concerns  associated  with  this  policy,  and  I  look  forward  to 
exploring  these  with  our  witnesses  today. 
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Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Bliley. 

Mr.  Cooper. 

Mr.  Cooper.  Thank  you,  Mr.  Chairman.  I  appreciate  your  hold- 
ing a  hearing  on  this  important  topic. 

I  think  all  Congressmen  and  Senators,  all  Americans,  should  be 
committed  to  having  comprehensive  mental  health  benefits  and 
substance  abuse  benefits  as  part  of  any  basic  benefits  package.  I 
think  that  there  is  going  to  be  a  lively  discussion  about  the  extent 
of  these  benefits. 

I  have  benefited  greatly  from  learning  not  only  from  the  First 
Lady  on  a  whole  range  of  health  care  issues  but  also  from  Tipper 
Gore  and  her  incredible  leadership  in  health  care  reform  and  men- 
tal health  benefits.  I  have  also  benefited  greatlv  from  a  company. 
Federal  Express,  in  Memphis,  Tenn.,  that  has  been  using  a  man- 
aged benefit  for  some  time  in  an  effort  to  avoid  the  arbitrary  limits 
of  30  days  inpatient,  60  days  outpatient,  so  that  the  real  health  of 
the  patient  can  be  taken  into  account  and  effective  treatments 
given. 

Arbitrary  limits  of  any  type  don't  put  the  patient  first,  they  put 
other  things  first,  and  I  think  we  need  to  be  struggling  to  have  a 
system  that  does  really  put  the  patient  first.  So  I  still  have  a  tre- 
mendous amount  to  learn  in  this  area,  and  I  look  forward  to  the 
expert  testimony  of  the  witnesses,  and  I  appreciate  you,  Mr.  Chair- 
man, calling  this  hearing. 

Mr.  Waxman.  Thank  you,  Mr.  Cooper. 

Mr.  Kreidler. 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 

I,  too,  appreciate  your  holding  this  hearing  and  have  some  com- 
ments that  I  would  like  to  enter  into  the  record  and  will  pass  on 
my  comments. 

Mr.  Waxman.  Without  objection  that  will  be  the  order. 

[The  opening  statements  of  Mr.  Kreidler  and  Mr.  Towns  follow:] 

Statement  of  Hon.  Mike  Kreidler 

Mr.  Chairman,  I'm  glad  we  are  having  this  hearing,  because  the  benefit  package 
is  at  the  heart  of  health  care  reform.  It  is  a  lot  easier  to  talk  about  health  benefits 
in  general  than  it  is  to  define  those  benefits  explicitly.  But  I  think  that's  a  challenge 
we  should  do  our  best  to  meet. 

In  doing  so,  I  hope  we  will  keep  in  mind  three  principles: 

First,  the  benefit  package  should  be  comprehensive,  not  the  kind  of  "bare  bones" 
package  some  people  have  advocated.  Guaranteeing  only  "basic"  or  "catastrophic" 
benefits  guarantees  a  multi-tier  system  of  health  care,  where  the  rich  can  have  any- 
thing they  want  and  the  poor  have  no  economic  leverage  to  obtain  quality  care. 

Second,  despite  some  of  the  things  we've  been  hearing  fi*om  New  Orleans,  medical 
doctors  are  not  the  only  people  who  know  how  to  provide  high  quality  health  care. 
Health  plans  should  use  the  services  of  nurses,  phvsician  assistants,  therapists,  and 
other  qualified  professionals.  Equally  important,  they  should  empower  those  profes- 
sionals to  make  decisions  their  skills  and  training  quaUfy  them  to  make. 

Third,  when  one  third  of  Americans  use  so-called  "alternative"  health  care  provid- 
ers, health  plans  should  be  encouraged  to  offer  their  services.  Two  major  plans  in 
my  State,  Blue  Cross  of  Washington  and  Group  Health  Cooperative  of  Puget  Sound, 
are  talking  about  incorporating  acupuncture,  naturopathy,  and  other  non-traditional 
care  into  their  benefit  structures. 

The  benefit  package  spelled  out  in  the  President's  Health  Security  Act  may  not 
be  the  ideal  package,  but  I  think  it  is  consistent  with  those  principles.  However,  I 
am  concerned  that  the  bill  does  not  spell  out  how  health  plans  are  supposed  to  as- 
sure access  to  the  full  range  of  provider  classes  and  health  services  available  under 
State  laws. 
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Finally,  let  me  say  that  it's  easy  to  talk  about  adding  benefits,  but  harder  to  pay 
for  them.  I  hope  that  anyone  who  advocates  additional  benefits  today  will  also  dis- 
cuss how  they  should  be  financed,  or  how  they  will  make  limited  health  care  dollars 
go  farther.  Cost  containment  is  just  as  important  a  goal  as  comprehensive  coverage, 
and  by  now  we  all  should  know  we  can't  have  one  without  the  other. 


Opening  Statement  of  Hon.  Edolphus  Towns 

Today's  hearing  focus  on  health  benefits,  particularly  as  they  affect  coverage  for 
mental  health  and  substance  abuse  treatment,  speaks  directly  to  what  the  reform 
debate  is  really  all  about:  what  if  we  do  not  adequately  structure  the  anti-trust  and 
"safe  harbor"  provisions  under  reform,  will  we  limit  access  to  nonphysician  providers 
who  may  be  better  positioned  to  deUver  care  in  certain  settings?  Will  we  begin  to 
treat  mental  health  and  substance  abuse  as  health  problems  that  are  just  as  impor- 
tant as  physical  health  conditions?  If  we  insist  on  co-payments  and  deductions  for 
these  benefits,  aren't  we  restricting  access  to  medically  necessary  mental  health 
services  to  only  those  who  can  afford  to  pay?  If  we  are  to  have  a  reform  that  is  posi- 
tive, one  which  will  enhance  the  quality  of  health  care  that  is  available  to  all  Ameri- 
cans, then  we  must  ensure  that  mental  health  and  substance  abuse  treatment  re- 
ceive the  kind  of  high  priority  that  the  Second  Lady,  Tipper  Gore,  established  early 
on  in  the  health  care  reform  debate. 

This  morning,  I  must  echo  the  concerns  raised  by  my  distinguished  Lt.  Governor, 
Stanley  Lundine  of  New  York,  about  whether  the  reform  proposal  before  us  will 
really  enhance  the  treatment  options  currently  available  to  substance  abusers.  His 
testimony  this  morning  points  out  that  the  administration's  proposal,  while  rec- 
ognizing substance  abuse  as  an  important  public  health  problem,  may  actually  "re- 
duce the  quality  and  level  of  treatment  available  for  those  with  the  most  serious 
and  chronic  admctions."  For  example,  as  someone  who  has  promoted  Medicaid  reim- 
bursement for  the  residential  treatment  of  pregnant  substance  abusers,  I  am  con- 
cerned that  limits  of  30  days  for  residential  care  would  have  the  affect  of  undercut- 
ting the  current  clinical  practice  of  placing  pregnant  women  into  residential  treat- 
ment facilities. 

On  the  question  of  mental  health  benefits  coverage,  we  should  be  mindful  that 
there  are  many  people  with  severe  mental  illnesses  that  can  not  be  addressed  by 
short  residential  treatment  stays  or  through  outpatient  care.  For  example.  Medicaid 
institutions  for  mental  diseases  (IMiys)  provide  institutionalized  care  for  the  se- 
verely mentally  disabled.  The  States  are  currently  spending  $2.0  billion  in  Medicaid 
funds  to  care  for  these  individuals.  We  need  to  make  sure  that  the  Medicaid  "long 
term  care  services"  provision  continues  current  law  and  authorizes  coverage  for 
IMD's.  In  addition,  iQnesses  such  as  chnical  depression  often  require  residential 
treatment  longer  than  30  days.  And  I  might  add  here  that  manic  depression  and 
schizophrenia  are  two  illnesses  which  demonstrate  the  necessity  for  the  availability 
of  a  variety  of  drug  therapies  because  patients  often  respond  quite  differently  to 
drugs  designed  to  treat  mental  illness.  So  I  hope  we  will  be  mindful  in  the  context 
of  health  care  reform  next  year. 

Finally,  as  a  former  drug  rehabilitation  clinic  administrator,  I  must  loudly  protest 
the  merger  of  the  substance  abuse  treatment  benefit  with  the  mental  health  benefit 
under  the  Health  Security  Act.  This  limitation  means  patients  with  both  health 
problems  will  have  access  to  only  one  set  of  benefits.  Nowhere  else  in  the  Act  do 
we  assume  that  two  diseases  can  be  treated  though  they  were  the  same  disease.  I 
can  tell  you  from  personal  experience  that  these  health  problems  can  not  be  ad- 
dressed through  the  same  treatment  modality.  As  Ellen  Weber  fi*om  the  Legal  Ac- 
tion Center  noted  in  recent  testimony,  "Addiction  and  mental  illness  are  two  distinct 
diseases  that  are  treated  by  different  professionals  in  different  settings  and  require 
different  therapeutic  approaches".  This  merged  benefit  sho\ild  be  eliminated  in  the 
final  health  reform  bill. 

Health  care  reform  has  the  potential  to  expand  access  and  increase  coverage  for 
health  conditions  which  have  previously  been  ignored  for  all  but  the  very  wealthiest 
in  our  society.  Let  us  not  keep  mental  nealth  and  substance  abuse  treatment  on  the 
•TDack  burner"  of  health  care  delivery.  I  am  certain  that  we  can  design  a  health  care 
delivery  system  which  will  improve  rather  than  detract  fi'om  the  current  treatment 
programs  for  these  health  problems. 

Mr.  Waxman.  Our  first  witness  this  morning  is  Lee  Brown,  direc- 
tor of  the  President's  Office  of  National  Drug  Control  Policy.  Dr. 
Brown  is  a  member  of  the  President's  Cabinet  and  brings  to  this 
position  a  distinguished  career  in  law  enforcement.  We  have  asked 
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Dr.  Brown  to  help  us  better  understand  the  extent  to  which  health 
reform  will  impact  the  President's  National  Drug  Control  Strategy. 

We  welcome  you  to  our  hearing  today.  Your  prepared  statement 
will  be  made  part  of  the  record  in  its  entirety.  We  would  like  to 
ask  you  to  summarize  your  testimony  so  we  will  have  an  oppor- 
tunity for  questions  and  answers. 

But  I  suppose  while  you  are  not  here  to  speak  about  the  state- 
ment by  the  Surgeon  General  yesterday,  since  Mr.  Bliley  raised  it 
in  his  own  opening  comments,  perhaps  you  would  like  to  clarify  for 
us  what  the  administration's  policy  is  on  this  matter,  and  then, 
without  objection,  we  won't  hold  that  on  your  time  for  the  presen- 
tation today,  but  perhaps  you  can  dispose  of  that  issue  and  then 
we  can  get  on  to  the  purpose  of  the  hearing. 

STATEMENT  OF  LEE  P.  BROWN,  DIRECTOR,  OFFICE  OF  NA- 
TIONAL DRUG  CONTROL  POLICY,  EXECUTIVE  OFFICE  OF 
THE  PRESIDENT,  ACCOMPANIED  BY  BERNARD  S.  ARONS,  DI- 
RECTOR, CENTER  FOR  MENTAL  HEALTH  SERVICES,  DE- 
PARTMENT OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Lee  Brown.  Certainly,  Mr.  Chairman. 

As  you  may  call,  in  September  the  President  issued  a  report,  an 
interim  report,  as  requested  by  the  Congress,  called  "Breaking  the 
Cycle  of  Drug  Abuse."  In  this  report,  we  state  very  firmly  the  ad- 
ministration's position  that  we  are  unequivocally  opposed  to  the 
concept  of  legalizing  illegal  drugs.  We  believe,  as  we  have  stated 
in  the  report,  that  this  could  lead  to  the  destruction  of  our  Nation 
as  we  see  it  today.  So  our  position  is  quite  clear;  there  is  no 
unclarity  at  all  about  it.  We  feel  that  the  drugs  that  are  currently 
illegal  should  remain  illegal,  and  we  do  not  support  in  any  way  the 
call  for  legalization.  We  think  that  is  surrender.  We  think  that  it 
will  lead  to  even  more  problems  in  terms  of  cost,  in  terms  of  mis- 
ery, in  terms  of  lives  that  are  lost,  and  therefore  our  position,  as 
I  said,  is  unequivocally  clear  that  we  are  opposed  to  the  legaliza- 
tion of  illegal  drugs. 

Mr.  Waxman.  Thank  you.  Please  proceed  with  your  statement. 

Mr.  Lee  Brown.  Mr.  Chairman  and  members  of  the  committee, 
I  have  with  me  Dr.  Bernard  Arons,  who  is  the  director  of  the  Cen- 
ter for  Mental  Health  Services.  He  will  assist  me  in  being  respon- 
sive to  the  questions  that  you  may  have. 

But  I  am  pleased  to  be  with  you  today  to  address  and  discuss  the 
administration's  commitment  to  substance  abuse  treatment.  As  you 
know,  certain  benefits  are  provided  by  the  President's  health  care 
reform  proposal.  Health  care  reform  is  important  to  our  long-term 
National  Drug  Control  Strategy.  Ultimately  substance  abuse  serv- 
ices should  be  fully  incorporated  into  our  health  care  system,  and 
such  full  incorporation  is  envisioned  by  the  year  2001. 

Even  in  its  early  stages  of  implementation,  health  care  reform 
will  improve  access  and  remove  certain  obstacles  to  substance 
abuse  treatment  for  most  Americans.  Many  more  substance  abuse 
benefits  will  be  eligible  for  coverage  under  the  American  Health  Se- 
curity Act  than  is  presently  the  case. 

For  example,  those  with  preexisting  conditions  will  no  longer  be 
excluded  from  coverage,  those  who  require  and  use  treatment  serv- 
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ices  will  no  longer  face  the  lifetime  limits  common  to  many  policies, 
and  support  for  related  services  that  will  remove  barriers  to  treat- 
ment participation  are  included  under  companion  public  health  ini- 
tiatives, services  such  as  transportation,  outreach,  patient  edu- 
cation, and  translation  services. 

In  general,  health  care  reform  is  designed  to  encourage  commu- 
nity treatment  in  the  least  restrictive  environment.  To  accomplish 
this,  the  States  are  provided  with  maximum  flexibility  and  chal- 
lenged to  make  full,  coordinated  use  of  all  available  treatment  re- 
sources. Specifically,  through  initial  day  and  visit  limits  and  a  ben- 
efit substitution  approach,  the  plan  intends  to  spur  better  assess- 
ment, treatment/patient  matching,  treatment  progress  monitoring, 
and  transition  planning. 

In  simple  terms,  the  plan  uses  30  days  of  inpatient  coverage  as 
the  annual  coverage  base  and  allows  the  substitution  of  1  inpatient 
day  for  2  days  of  intensive  outpatient  treatment  or  4  days  or  visits 
of  outpatient  treatment.  In  this  manner,  the  plan  attempts  to  avoid 
and  contain  costly  hospitalization  and  residential  care. 

In  addition  to  controlling  costs,  it  is  hoped  that  this  approach 
will  spur  the  development  of  skills  in  planning,  management,  and 
evaluation  on  which  to  base  a  sound  approach  to  managed  care 
which  will  be  essential  when  benefit  limits  are  lifted  in  2001. 

Of  course,  health  care  reform  in  its  early  stages  of  implementa- 
tion cannot  be  expected  to  resolve  the  entire  problem  presented  by 
heavy  and  addicted  drug  users,  many  of  whom  need  long-term  care 
now  and  many  of  whom  are  very  poor.  So,  Mr.  Chairman,  to  pro- 
vide the  appropriate  context  for  our  discussion,  I  would  like  to 
speak  very  briefly  to  the  state  of  the  drug  problem  in  America  as 
I  see  it. 

The  latest  surveys  indicate  that  about  11.4  million  Americans 


down  from  a  high  of  24  million  in  1979.  This  decline  among  so- 
called  casual  users  has  been  especially  sharp  among  young  people 
as  measured  by  a  variety  of  survey  instruments. 

I  think  we  all  can  appreciate  that  11.4  million  Americans  using 
drugs  is  still  far  too  many,  and  of  course  every  addict  starts  out 
as  an  intermittent  or  casual  user.  You  have  probably  observed  that 
we  don't  hear  as  much  about  the  drug  problem  as  we  once  did.  If 
we  can  believe  public  opinion  polls,  drugs  are  no  longer  perceived 
as  public  enemy  number  one.  This  is  largely  a  result,  at  least  in 
my  view,  of  the  progress  we  have  made  as  a  Nation  in  reducing  the 
number  of  individuals  who  use  drugs  occasionally,  the  so-called 
casual  or  the  nonaddicted  user. 

I  believe,  however,  that  many  have  been  too  quick  to  embrace 
this  good  news  as  a  sign  that  the  drug  problem  has  been  virtually 
solved  when,  in  fact,  the  drug  situation  remains  very  serious  and 
signs  show  it  becoming  even  worse. 

Despite  the  substantial  and  significant  decline  in  nonaddicted 
drug  use,  we  still  have  got  two  very  serious  problems  that  aren't 
getting  better.  The  first  is  the  persistence  of  chronic  or  hard-core 
drug  use.  A  number  of  surveys  as  well  as  hospital  emergency  room 
data  confirm  the  continued  high  rate  of  hard-core  drug  use,  espe- 
cially in  our  inner  cities,  and  especially  among  our  disadvantaged 
citizens. 


once  a  month  last  year.  That  is 
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We  estimate  that  there  are  between  2  and  3  million  heavy  drug 
users.  Many  are  addicted  to  cocaine,  especially  crack  cocaine,  often 
used  in  combination  with  other  illegal  drugs  and  alcohol.  And  her- 
oin, our  old  nemesis  of  previous  decades,  now  claims  about  600,000 
addicts  and  is  showing  signs  of  making  a  deadly  comeback.  In  fact, 
heroin  was  one  of  the  substances  involved  in  the  recent  drug  over- 
dose death  of  the  young  actor  River  Phoenix,  underscoring  its  avail- 
ability in  the  west  as  well  as  the  northeast. 

Recent  data  from  the  Drug  Abuse  Warning  Network,  or  the 
DAWN  program,  which  reports  on  drug-related  medical  emer- 
gencies, showed  a  10  percent  nationwide  increase  in  drug-related 
hospital  emergency  room  visits  between  1991  and  1992.  Within 
that  overall  figure  are  some  chilling  statistics  about  cocaine  and 
heroin.  Cocaine-related  emergency  room  episodes  were  up  18  per- 
cent over  the  previous  year;  heroin-related  episodes  increased  even 
more,  a  dramatic  34  percent. 

It  has  become  clear  that  the  drug  epidemic  that  began  in  the  late 
1970's  is  becoming  increasingly  concentrated,  virtually  epidemic, 
among  the  Nation's  heaviest  users  and  in  the  Nation's  poorest 
neighborhoods,  and  while  infrequent  use  of  drugs  is  going  down, 
heavy  use  now  appears  to  be  increasing. 

Chronic,  hard-core  use  is  responsible  for  a  great  deal  of  our  vio- 
lent crimes,  crimes  committed  by  users  under  the  influence  of 
drugs,  crimes  committed  to  finance  their  life-styles,  and  crimes 
committed  by  traffickers  and  dealers  in  fighting  for  territory  and 
organizational  control. 

Hard-core  drug  use  drains  billions  of  dollars  from  our  economy 
through  a  vast  money  laundering  network.  It  drains  billions  more 
through  the  medical  costs  of  the  emergency  room  visits  resulting 
from  these  crimes.  It  corrupts  the  essential  institutions  of  our  soci- 
ety that  make  civilized  life  possible,  our  families,  our  political  sys- 
tem, our  social  services,  our  civic  organizations.  It  has  been  esti- 
mated that  up  to  80  percent  of  the  drugs  on  the  streets  are 
consumed  by  the  chronic  hard-core  drug  user. 

A  second  major  problem  is  with  our  young  people,  and  not  just 
those  in  our  inner  cities.  The  most  recent  survey  of  young  peoples' 
attitudes  and  behavior  with  respect  to  illegal  drugs  showed  that 
long-term  decline  in  drug  use  among  youth  may  have  ended.  Their 
use  of  some  drugs,  such  as  marijuana  and  LSD,  is  now  actually  in- 
creasing, and  fewer  eighth  graders  perceived  that  cocaine  or  crack 
use  was  harmful  in  1992  than  in  1991.  I  would  submit  this  may 
be  the  most  troubling  indication  of  all  the  data  that  we  have  at  our 
disposal. 

You  may  have  read  in  newspapers  recently  about  a  study  of  the 
exposure  of  very  young  children  here  in  the  District  of  Columbia 
to  drugs  and  drug  trafficking.  The  results  were  shocking.  Three  of 
every  four  fourth  graders  reported  having  watched  an  illegal  drug 
sale.  One  in  10  seventh  graders  said  they  had  been  asked  to  sell 
drugs  but  refused,  and  1  in  20  said  they  had  actually  agreed  to  sell 
drugs.  That  is  the  environment  that  we  find  our  children  operating 
within. 

These  are  the  problems  I  agreed  to  tackle  in  accepting  the  re- 
sponsibility to  direct  the  Office  of  National  Drug  Control  Policy  last 
June.  Because  I  believe  that  policy  should  guide  budget  decisions. 
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I  set  out  to  work  immediately  to  forge  a  policy  that  the  President 
could  adopt  to  guide  our  National  Drug  Control  Strategy. 

In  September,  the  President  released  the  administration's  in- 
terim National  Drug  Control  Strategy,  entitled  "Breaking  the  Cycle 
of  Drug  Abuse."  This  document  states  the  principles  that  are  guid- 
ing the  preparation  of  the  next  detailed  strategy  and  drug  control 
budget  due  in  February  of  1994. 

To  underscore  his  support  for  this  effort,  the  President  has  di- 
rected me  by  an  Executive  Order  signed  on  November  16,  1993,  to 
include  specific  initiatives  and  funding  levels  to  ensure  the  alloca- 
tion of  adequate  budget  resources  for  drug  control  priorities. 

The  strategy  underscores  that  reducing  hard-core  use  is  para- 
mount to  the  successful  resolution  of  the  Nation's  drug  problem. 
This  requires  that  we  work  aggressively  to  reduce  the  disparity  be- 
tween the  number  of  those  who  seek  drug  treatment  and  the  avail- 
ability of  treatment  capacity.  Unless  we  can  increase  treatment  ca- 
pacity, the  physical  and  psychological  debilitation  often  caused  by 
substance  abuse  and  a  drug-using  life-style  will  overwhelm  our 
health  care  system  with  increased  incidents  of  emergency  room  epi- 
sodes for  overdoses,  hepatitis,  tuberculosis,  HIV/AIDS,  drug-ex- 
posed infants  and  children,  and  other  serious  drug-related  prob- 
lems. 

One  of  the  basic  tracks  on  which  our  strategy  proceeds,  that  is, 
concentration  on  demand  reduction  efforts,  is  particularly  relevant 
to  our  discussion  today.  In  that  context,  we  intend  to  mount  an  ag- 
gressive drug  treatment  strategy  with  heavy  or  addicted  drug  use 
as  its  primary  target. 

We  intend  to  increase  treatment  capacity  so  that  those  who  need 
treatment  can  receive  it.  We  will  give  special  focused  attention  to 
solutions  of  the  problem  of  chronic  heavy  drug  use  from  both  the 
criminal  justice  and  the  public  care  perspectives.  We  will  use  all 
components  of  the  criminal  justice  system  to  promote  drug  treat- 
ment using  innovative  programs  where  they  have  shown  to  be  ef- 
fective. We  will  link  habilitation,  social,  and  vocational  services  to 
drug  treatment  to  ensure  that  every  drug  user  receives  the  support 
and  skills  they  need  to  prevent  a  relapse  and  recidivism. 

Finally,  we  will  focus  on  drug  addiction  as  a  health  care  problem 
and  enact  national  health  care  legislation  that  sets  us  on  course  to 
make  drug  treatment  part  of  a  comprehensive  health  care  package. 

If  we  are  going  to  have  any  lasting  impact,  our  commitment  must 
be  constant,  it  must  be  long  term,  and,  frankly,  I  anticipate  in  the 
foreseeable  future  some  of  the  short-term  indicators  of  the  drug 
problem  in  America  may  not  be  positive.  I  also  realize  that  we  are 
facing  a  serious  problem  during  a  period  when  fiscal  constraints 
place  drug  control  priorities  in  competition  with  many  other  worthy 
social  programs. 

However,  Mr.  Chairman,  I  am  convinced  that  we  cannot  afford 
to  diminish  our  commitment.  The  cost  of  not  treating  those  ad- 
dicted to  drugs  and  alcohol  is  simply  too  high.  According  to  a  recent 
study,  alcohol  and  drug  abuse  cost  our  Nation  nearly  $170  billion 
each  year.  We  can't  afford  not  to  treat  those  who  need  it. 

One  current  estimate  suggests  that  as  many  as  1.1  million  per- 
sons do  not  receive  treatment  because  of  inadequate  capacity.  It  is 
certainly  true  that  not  every  abuser  needs  long-term  treatment. 
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For  some,  testing  and  monitoring  are  enough.  For  others,  self-help 
groups  have  proven  effective.  But  the  majority  of  addicts  and  heavy 
users  need  long-term  help. 

Mr.  Waxman.  Dr.  Brown,  the  rest  of  that  statement  is  going  to 
be  in  the  record.  I  want  to  stop  you  because  we  want  to  get  on  to 
some  questions. 

Mr.  Lee  Brown.  Very  good.  Let  me  just  conclude  by  saying  that 
our  objective  is  to  make  sure  we  have  the  availability  of  treatment 
services  for  that  population  that  needs  it  with  a  special  emphasis 
on  the  hard-core  addicted  drug  user. 

[Testimony  resumes  on  p.  159.] 

[The  prepared  statement  of  Mr.  Lee  Brown  follows:] 
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OPENING  STATEMENT 

THE  HONORABLE  LEE  P.  BROWN 
DIRECTOR 

OFFICE  OF  NATIONAL  DRUG  CONTROL  POLICY 

Mr.  Chairman,   and  members  of  the  subcommittee,  I 
am  pleased  to  be  with  you  today  to  discuss  the 
Administration's  commitment  to  substance  abuse 
treatment.     As  you  know  certain  benefits  are  provided 
by  the  President's  Health  Care  Reform  Proposal. 
Health  care  reform  is  important  to  our  long-term 
National  Drug  Control  Strategy.     Ultimately  substance 
abuse  services  should  be  fully  incorporated  into  our 
health  care  system.     Full  incorporation  is  envisioned 
by  the  year  2001. 

Even  in  its  early  stages  of  implementation.  Health 
Care  Reform  will  improve  access,  and  remove  certain 
obstacles,   to  substance  abuse  treatment  for  most 
Americans.     Many  more  substance  abuse  benefits  will  be 
eligible  for  coverage  under  the  American  Health 
Security  Act  than  is  presently  the  case;  those  with 
"pre-existing  conditions"  wilT  no  longer  be  excluded 
from  coverage;  those  who  require  and  use  treatment 
services  will  no  longer  face  the  "lifetime  limits" 
common  to  many  policies;  and  support  for  related 
services  that  will  remove  other  barriers  to  treatment 
participation  are  included  under  companion  public 
health  initiatives  —  for  example,  transportation, 
outreach,  patient  education,  and  translation  services. 
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In  general,  health  care  reform  is  designed  to 
encourage  community  treatment  in  the  least  restrictive 
environment.     To  accomplish  this,   the  States  are 
provided  with  maximum  flexibility  and  challenged  ;to 
make  full,   coordinated  use  of  all  available  treatment 
resources. 

Specifically,   through  initial  day  and  visit  limits 
and  a  benefit  substitution  approach,   the  plan  intends 
to  spur  better  assessment,   treatment/patient  matching, 
treatment  progress  monitoring,  and  transition 
planning.     In  simple  terms,   the  plan  uses  30  days  of 
inpatient  coverage  as  the  annual  coverage  base  and 
allows  the  substitution  of  one  inpatient  day  for  two 
days  of  intensive  outpatient  treatment  or  four 
days/visits  of  outpatient  treatment.     In  this  manner, 
the  plan  attempts  to  avoid  and  contain  costly 
hospitalization  and  residential  care. 

In  addition  to  controlling  costs,  it  is  hoped  that 
this  approach  will  spur  the  development  of  skills  in 
planning,  management,  and  evaluation  on  which  to  base 
a  sound  approach  to  managed  care,  which  will  be 
essential  when  benefit  limits  are  lifted  in  2001. 

Of  course.  Health  Care  Reform,   in  its  early  stages 
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of  implementation,  cannot  be  expected  to  resolve  the 
entire  problem  presented  by  heavy  and  addicted  drug 
users,  many  of  whom  need  long-term  care  now  and  many 
of  whom  are  very  poor. 

To  provide  the  appropriate  context  for  our 
discussion,  I  would  like  to  speak  of  the  state  of  the 
drug  problem  in  America  as  I  see  it.     The  latest 
surveys  indicate  that  about  11.4  million  Americans 
used  some  illegal  drug  at  least  once  a  month  last 
year,  down  from  a  high  of  24  million  in  1979.  This 
decline  among  so-called  casual  users  has  been 
especially  sharp  among  young  people,  as  measured  by  a 
variety  of  survey  instruments. 

Now  11.4  million  Americans  using  drugs  is  still 
far  too  many.     And  of  course  every  addict  starts  out 
as  an  intermittent  or  casual  user.     However,  you've 
probcibly  observed  that  we  don't  hear  as  much  about  the 
drug  problem  as  we  once  did.     If  one  can  believe 
public  opinion  polls,  drugs  are  no  longer  perceived  as 
"Public  Enemy  Number  One."     This  is  largely  a  result, 
in  my  view,  of  the  progress  we've  made  as  a  nation  in 
reducing  the  number  of  individuals  who  use  drugs 
intermittently,  the  so-called  "casual"  or  non-addicted 
user. 
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I  believe,  however,   that  many  have  been  too  quick 
to  embrace  this  good  news  as  a  sign  that  the  drug 
problem  has  been  virtually  solved,  when  in  fact  the 
drug  situation  remains  very  serious  and  shows  signs  of 
becoming  worse. 

Despite  the  substantial,  and  significant,  decline 
in  non-addicted  drug  use,  we've  still  got  two  very 
serious  problems  that  aren't  getting  better.  The 
first  is  the  persistence  of  chronic,  or  hard-cores, 
drug  use. 

CHRONIC  HARD  CORE  USE 

A  number  of  surveys,   as  well  as  hospital  emergency 
room  data,  confirm  the  continued  high  rate  of  hard- 
core drug  use,  especially  in  our  inner  cities  and 
among  the  disadvantaged.     We  estimate  that  there  are 
between  2  and  3  million  heavy  drug  users.     Many  (about 
2.1  million)  are  addicted  to  cocaine,  especially  crack 
cocaine,  often  in  combination  with  other  illegal  drugs 
and  alcohol.     And  heroin,  our  nemesis  of  previous 
decades,  now  claims  about  600,000  addicts  and  is 
showing  signs  of  making  a  deadly  comeback.     In  fact, 
heroin  was  one  of  the  substances  involved  in  the 
recent  drug  overdose  death  of  the  young  actor  River 
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Phoenix,  underscoring  its  availability  in  the  West  as 
well  as  the  Northeast. 

Recent  data  from  the  Drug  Abuse  Warning  Network  — 
or  DAWN,  which  reports  on  drug-related  medical 
emergencies  --  showed  a  ten  percent  nationwide 
increase  in  drug-related  hospital  emergency  room 
visits  between  1991  and  1992.     Within  that  overall 
figure  are  chilling  statistics  about  cocaine  and 
heroin.     Cocaine-related  emergency  room  episodes  were 
up  18  percent  over  the  previous  year.  Heroin-related 
episodes  increased  even  more,  by  a  dramatic  34 
percent. 

It  has  become  clear  that  the  drug  epidemic  that 
began  in  the  late  1970s  is  becoming  increasingly 
concentrated  --  virtually  endemic  --  among  the 
Nation's  heaviest  users  and  in  the  Nation's  poorest 
neighborhoods.     And  while  infrequent  use  of  drugs  is 
going  down,  heavy  use  now  appears  to  be  increasing. 

Chronic,  hard-core  drug  use  is  responsible  for  a 
great  deal  of  our  violent  crime  —  crimes  committed  by 
users  under  the  influence  of  drugs,  crimes  committed 
to  finance  their  lifestyles,  and  crimes    committed  by 
traffickers  and  dealers  in  fighting  for  territory  and 
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organizational  control.     Hard-core  drug  use  drains 
billions  of  dollars  from  our  economy  through  a  vast 
money  laundering  network.     It  drains  billions  more 
through  the  medical  costs  of  the  emergency  room  visits 
resulting  from  these  crimes.     It  corrupts  the 
essential  institutions  of  our  society  that  make 
civilized  life  possible:  our  families,  our  political 
system,  our  social  services,  and  our  civic 
organizations.     And  it  has  been  estimated  that  up  to 
80  percent  of  the  drugs  on  the  street  are  consumed  by 
chronic,  hard-core  drug  users. 

DRUG  USE  AND  ATTITUDES  OF  YOUNG  PEOPLE 

The  second  major  problem  is  with  our  young  people 
—  and  not  just  those  in  the  inner  cities.     The  most 
recent  survey  of  young  people's  attitudes  and  behavior 
with  respect  to  illegal  drugs  shows  that  the  long-term 
decline  in  drug  use  among  youth  may  have  ended.  Their 
use  of  some  drugs  —  marijuana,  and  hallucinogens  such 
as  LSD  —  is  now  actually  increasing.     And  fewer  8th 
graders  perceived  that  cocaine  or  crack  use  was 
harmful  in  1992  than  in  1991.     This  may  be  the  most 
troubling  indication  of  all. 

And  you  may  have  read  in  the  newspapers  recently 
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about  a  study  of  the  exposure  of  very  young  children 
in  the  District  of  Columbia  to  drugs  and  drug 
trafficking.     The  results  were  shocking.     Nearly  three 
of  every  four  fourth  graders  reported  having  watched 
an  illegal  drug  sale,  one  in  ten  seventh  graders  said 
they  had  been  asked  to  sell  drugs  but  refused,  and  one 
in  twenty  said  they  had  actually  agreed  to  sell  drugs. 

THE  INTERIM  DRUG  CONTROL  STRATEGY 

These  are  the  problems  I  agreed  to  tackle  in 
accepting  the  responsibility  to  direct  the  Office  of 
National  Drug  Control  Policy  last  July.     Because  I 
believe  that  policy  should  guide  budget  decisions,  I 
set  to  work  immediately  to  forge  a  policy  that  the 
President  could  adopt  to  guide  our  National  Drug 
Control  Strategy. 

In  September,  the  President  released  the 
Administration's  Interim  National  Drug  Control 
Strategy,   titled  Breaking  the  Cycle  of  Drug  Abuse. 
This  document  states  the  principles  that  are  guiding 
the  preparation  of  the  next  detailed  strategy  and  drug 
control  budget,  due  in  February  of  1994. 

To  underscore  his  support  for  this  effort,  the 
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President  has  directed  me,  by  an  Executive  Order 
signed  on  November  16,   1993,  to  include  specific 
initiatives  and  funding  levels  to  ensure  the 
allocation  of  adequate  budget  resources  for  drug 
control  priorities. 

The  strategy  underscores  that  reducing  hard-core 
drug  use  is  paramount  to  the  successful  resolution  of 
the  Nation's  drug  problem.  This  requires  that  we  work 
aggressively  to  reduce  the  disparity  between  the 
number  of  those  who  seek  drug  treatment  and  available 
treatment  capacity.  Unless  v^e  can  increase  treatment 
capacity,   the  physical  and  psychological  debilitation 
often  caused  by  substance  abuse  and  a  drug-using 
lifestyle  will  overwhelm  our  health  care  system  with 
increased  incidence  of  emergency  room  episodes  for 
overdoses,  hepatitis,  tuberculosis,  HIV/ AIDS,  drug 
exposed  infeuits  and  children  and  other  serious  drug- 
related  problems. 

One  of  the  basic  tracks  on  which  our  Strategy 
proceeds  —  concentrating  demand  reduction  efforts  — 
is  particularly  relevcuit  to  our  discussion  today. 

o      We  intend  to  mount  an  aggressive  drug  treatment 

strategy,  with  heavy,  or  addicted,  drug  use  as  its 
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primary  target.     We  plan  to  increase  treatment 
capacity  so  that  those  who  need  treatment  can 
receive  it. 

o      We  will  give  special,  focused  attention  to 

solutions  to  the  problem  of  chronic,  heavy  drug 
use  from  both  the  criminal  justice  and  health  care 
perspectives. 

o      We  will  use  all  components  of  the  criminal  justice 
system  to  promote  drug  treatment,  using  innovative 
programs  where  they  have  been  shown  to  be 
effective. 

o      We  will  link  habilitation,  social,  and  vocational 
services  to  drug  treatment,  to  ensure  that  heavy 
drug  users  receive  the  support  and  skills  they 
need  to  prevent  relapse  and  recidivism. 

o      And  finally,  we  will  focus  on  drug  addiction  as  a 
health  care  problem  and  enact  national  health  care 
legislation  that  sets  us  on  course  to  make  drug 
treatment  part  of  a  comprehensive  health  care 
package . 

THE  NEXT  STRATEGY 
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MAINTAINING  THE  COMMITMENT  TO  TREAT  THE  HEAVY  USER 

If  we  are  to  have  any  lasting  impact,  our  commitment 
must  be  constant  and  long-term.     And,   frankly,  I 
anticipate  in  the  foreseeable  future  some  of  the 
short-term  indicators  of  the  drug  problem  in  America 
may  not  be  positive.     I  also  realize  that  we  are 
facing  a  serious  problem  during  a  period  when  fiscal 
constraints  place  drug  control  priorities  in 
competition  with  many  other  worthy  social  programs. 

However,   I  am  convinced  that  we  cannot  afford  to 
diminish  our  commitment.     The  cost  of  not  treating 
those  addicted  to  drugs  and  alcohol  is  simply  too 
high.     According  to  a  recent  study,  alcohol  and  drug 
abuse  costs  our  Nation  nearly  $170  billion  each  year. 
We  Ccui't  afford  not  to  treat  those  who  need  it. 

TARGETING  TREATMENT  CAPACITY 

One  current  estimate  suggests  that  as  many  as  1.1 
million  persons  do  not  receive  treatment  because  of 
inadequate  capacity.  It  is  certainly  true  that  not 
every  abuser  needs  long-term  treatment.     For  some, 
testing  and  monitoring  are  enough;  for  others  self- 
help  groups  have  proven  effective.     But  the  majority 
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of  addicts  and  heavy  users  need  long-term  help. 

As  I  said,  budget  discussions  are  still  underway 
within  the  Administration  and  dollar  figures  are  not 
yet  available;  however,   I  have  asked  my  staff  to 
review  the  options  available  to  implement  an 
interrelated  set  of  commitments  the  President  has  made 
--  treatment  for  hard-core  users,  flexibility  for 
States  and  localities  in  implementing  treatment  and 
prevention  programs,  and  a  reduction  in  unfunded 
mandates. 

EXISTING  CONGRESSIONAL  PRIORITIES 

I  believe  there  is  sufficient  agreement  between 
the  Congress  and  the  Administration  to  enable  us  to 
make  modest  but  concrete  progress.     For  example,  the 
Congress  has  already  established  priority  populations 
for  drug  treatment  —  pregnant  addicts,  addicted 
mothers  with  children,  and  injecting  drug  users. 
However  we  simply  cannot  limit  our  efforts  to  these 
targeted  groups.  The  problem  of  hard  core  drug  use  is 
too  large  and  the  need  too  great  to  simply  fail  to  try 
and  reach  all  serious  drug  users  —  men  and  women  — 
who  would  benefit  from  treatment. 
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By  maintaining  public  support  for  drug  treatment, 
implementing  these  Congressional  priorities,  and 
effectively  targeting  additional  resources  in  FY  95, 
we  can  begin  to  protect  the  next  generation,  foster 
community  stability,   and  stem  the  criminal  and 
infectious  disease  consequences  of  heavy  drug  use. 

TREATMENT  ON  APPLICATION 

In  simple  terms,   these  priorities  are  workable. 
We  can  assume  that  anyone  from  these  priority 
populations  who  asks  for  drug  treatment  will  get  help. 
It  seems  reasonable  to  require  that  treatment  be 
provided;  however,   if  entry  into  formal  treatment  is 
not  immediately  possible,   specific  interim  services 
should  be  provided  until  it  is  possible.     At  a 
minimum,   there  should  be  continuing  contact  and 
preparation  for  full  treatment  participation.  Case 
management  and  other  outpatient  benefits  under  the 
Health  Care  Reform  proposal  can  serve  here  to  get 
addicts  initiated  in  treatment. 

FLEXIBILITY  MiD  ACCOUNTABILITY 

On  another  front,   I  think  we  should  consider 
focusing  less  on  a  multitude  of  mandates  and  more  on 
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getting  services  to  priority  populations  and  on 
treatment  program  outcomes.     In  my  view  as  a  former 
local  official.  States  will  willingly  accept 
accountability  for  performance  if  we  grant  them  the 
flexibility  to  perform  creatively. 

And,  finally,  we  need  to  find  ways  to  expand  low- 
cost  treatment  and  support  service  capacity.  Self- 
help  groups  and  community  recovery  centers  like  the 
ones  now  beginning  to  operate  in  the  District  of 
Columbia  deserve  our  attention.     It  may  be  that  for  a 
very  modest  public  investment,  we  can  provide 
expansion  of  outpatient  drug  treatment  capacity  in  the 
communities  where  recovering  addicts  live,  offer  a 
place  for  self-help  and  counseling  groups  to  meet 
during  the  evening  and  early  morning  hours,  and 
provide  training  sessions  in  life  skills.     This  is 
another  area  where  creative  application  of  certain 
benefits  under  Health  Care  Reform  can  serve  to  empower 
communities  and  complement  other  treatment  and 
collateral  services. 

These  are  a  few  of  the  ideas  under  consideration 
at  ONDCP,   as  we  develop  the  FY  95  budget  and  the 
February  National  Drug  Control  Strategy.     I  would 
invite  your  comments  and  suggestions  and  I  hope  you 

will  join  President  Clinton  and  myself  in  a  commitment 
to  drug  treatment  for  the  hard-core  populations. 
Thank  you. 
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Mr.  Waxman.  Thank  you  very  much. 

That  clearly  has  got  to  be  our  goal,  to  make  sure  that  we  make 
treatment  available  to  all  those  who  need  it  and  especially  those 
who  want  it.  It  seems  to  me  incredible  that  we  have  people  who 
want  to  get  into  drug  treatment  and  then  are  turned  away  because 
there  aren't  enough  slots  available  for  them.  They  are  told  to  come 
back  in  another  3  weeks  or  another  1  or  2  months.  One  could  easily 
imagine,  they  are  not  going  to  be  coming  back  at  all. 

In  that  regard,  how  do  you  see  our  efforts  to  make  sure  that  drug 
treatment  is  available?  How  do  you  see  that  fitting  in  with  this  na- 
tional health  care  reform  proposal?  Will  we  rely  on  the  national 
health  reform  proposal  to  replace  the  Federal  programs  that  are 
now  targeted  at  the  hard-core  drug  users,  or  are  we  looking  at  a 
supplement  to  those  programs? 

Mr.  Lee  Brown.  I  feel  that  the  provision  within  the  health  care 
reform  package  that  calls  for  treatment  for  substance  abuse  as  part 
of  the  national  health  care  system  has  been  very  significant.  In- 
deed, when  approved  by  Congress  and  implemented,  it  will  be  his- 
toric. It  will  go  a  long  way  toward  bridging  that  gap  that  now  ex- 
ists between  those  who  need  treatment  and  the  ability  of  the  coun- 
try to  provide  such  treatment.  It  will  not  answer  all  the  problems. 

Mr.  Waxman.  But  do  you  see  that  we  are  going  to  have  it  replace 
existing  programs  when  we  have  a  national  health  benefit,  or  do 
you  see  it  in  addition  to  and  supplementing  existing  programs? 

Mr.  Lee  Brown.  I  see  it  as  supplementing.  We  will  still  need  the 
funding,  particularly  in  the  block  grant,  to  address  those  who  are 
not  served  by  the  health  care  reform  proposal.  In  fact,  my  staff  is 
now  working  in  addressing  a  budget  request  to  assist  in  achieving 
that  objective  for  fiscal  year  1995.  So  as  I  see  it,  we  need  to  con- 
tinue the  block  grant  program  to  meet  the  needs  of  those  who  are 
not  served  initially  under  the  health  care  reform  package. 

Mr.  Waxman.  We  have  a  billion  dollars  we  are  spending  on  the 
SAMSA  block  grant.  It  is  the  largest  of  Federal  programs  in  this 
area  for  dealing  with  drug  abuse.  Are  you  aware  whether  or  not 
the  Department  of  Health  and  Human  Services  is  contemplating  a 
reduction  in  funding  for  the  substance  abuse  block  grant  as  a  par- 
tial offset  to  health  reform?  Isn't  it  true  that  such  reductions  would 
hinder  the  President's  ability  to  make  treatment  available  to  the 
1.1  million  hard-core  addicts  identified  by  your  strategy  as  not  re- 
ceiving treatment  because  of  inadequate  treatment  capacity? 

Mr.  Lee  Brown.  I  do  know  that  early  in  the  process  of  develop- 
ing the  health  care  reform  package  there  were  discussions  about 
offsets.  They  were  considered  early  in  the  process.  I  also  know  that 
those  estimates  are  currently  being  reexamined,  and  once  the  fig- 
ures or  final  decisions  are  made,  we  will  be  delighted  to  share  that 
with  you. 

I  think  what  is  important,  however,  is  that  under  the  President's 
drug  strategy,  the  issue,  from  our  perspective,  is  whether  we  have 
the  resources  necessary  to  carry  out  the  top  priority  of  the  strategy, 
and  that  is  to  make  sure  that  we  have  adequate  funds  and  pro- 
grams available  to  treat  those  who  need  treatment,  a  combination 
of  what  is  available  under  the  health  care  reform  package  as  well 
as  the  continuation  of  the  block  grant  to  provide  those  services. 
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Mr.  Waxman.  We  obviously  don't  want  to  reduce  the  block  grant 
in  expectation  that  people  will  be  taken  care  of  otherwise  and  then 
find  that  they  fall  through  the  huge  crack  that  we  have  created. 

You  have  noted  that  substance  abuse  is  a  chronic  relapsing  dis- 
order and  that  successful  treatment  programs  must  include  provi- 
sions for  rehabilitation,  habilitation,  supportive  social  services,  and 
be  buttressed  by  strong  case  management  and  supervision.  Have 
you  had  an  opportunity  to  review  the  extent  to  which  the  proposed 
health  reform  benefit  meets  your  view  of  good  drug  policy? 

Mr.  Lee  Brown.  I  have  had  a  chance  to  review  it.  The  goal  of 
the  health  care  reform  package  is  to  make  sure  we  provide  the 
linkages  between  those  services  to  ensure  that  the  continuum  is 
provided  there.  Indeed,  my  staff  is  now  working  with  the  staff  of 
Health  and  Human  Services  to  ensure  that  that  takes  place. 

In  addition,  I  have  had  the  chance  to  visit  some  of  the  existing 
health  care  programs  throughout  the  Nation,  and  talk  to  some  of 
the  people  who  are  in  the  program,  as  well  as  the  providers,  and 
what  I  have  said  in  my  statement  reflects  what  we  must  have  in 
order  to  carry  out  our  responsibility.  So  we  are  working  on  ensur- 
ing that  that  is  the  case  when  the  health  care  reform  package  is 
implemented. 

Mr.  Waxman.  One  of  the  proposals  that  the  administration  is 
making  for  health  care  reform  is  to  have  deductibles  on  services. 
A  central  component  of  the  plan  is  relying  on  these  rigid  length  of 
stay  limits  and  copayments  for  services  like  counseling  or  medical 
maintenance.  In  your  view,  are  length  of  stay  limits  or  deductibles 
appropriate  for  assuring  the  proper  utilization  of  treatment  serv- 
ices by  the  1.1  million  targeted  by  the  President's  strategy? 

Mr.  Lee  Brown.  The  goal  of  the  health  care  reform  package  is 
not  to  set  up  any  barriers  but  to  encourage  people  who  need  treat- 
ment to  get  treatment.  What  we  look  at  is  a  balance  between  the 
individual  responsibilities  and  also  the  availability  and  access  to 
the  treatment.  That  is  the  goal  we  are  trying  to  achieve.  We  do  not 
want  any  barriers  to  prevent  people  from  getting  treatment  that 
need  that  treatment. 

Mr.  Waxman.  Thank  you. 

Mr.  Bliley. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Mr.  Brown,  two  population  groups — ^those  with  severe  mental  ill- 
ness, and  the  unemployed,  uninsured,  particularly  the  homeless — 
would  appear  to  pose  the  greatest  potential  cost  for  the  mental 
health  and  substance  abuse  benefit.  Can  you  explain  for  the  com- 
mittee what  are  the  assumed  costs  and  utilizations  of  these  high- 
cost  populations? 

Mr.  Arons.  As  you  correctly  point  out,  there  are  certain  popu- 
lations, Mr.  Bliley,  that  would  have  higher  utilization  of  services. 
We  don't  have  at  the  moment  precise  estimates  about  the  utiliza- 
tion, but  we  do  know  that  there  would  be  available  the  kinds  of 
services  that  would  provide  services  for  many  of  these  individuals. 

The  Health  Security  Act  provides  a  range  of  services  that  estab- 
lish a  continuum  of  care  that  would  meet  many  individuals'  re- 
quirements from  inpatient  hospitalization  to  alternatives  to  out- 
patient treatment. 
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In  addition,  many  of  the  individuals  of  whom  you  speak  might 
require  medication  or  medical  management,  and  those  services  are 
covered  the  same  as  all  other  health  services,  with  no  particular 
limits  or  increased  copayments. 

Mr.  Bliley.  You  have  no  idea  how  much  it  is  going  to  cost? 

Mr.  Arons.  There  have  been  estimates  made,  and  there  will  be 
precise  estimates  made  available  to  the  committee. 

Mr.  Bliley.  When? 

Mr.  Arons.  I  believe  in  the  near  future. 

Mr.  Bliley.  I  ask  that  because  on  September  18,  the  First  Lady 
herself  came  before  the  full  committee,  and  I  asked  her  some  ques- 
tions about  assumptions,  and  she  promised  to  get  the  information 
to  us.  That  was  the  28th  of  September.  I  followed  up  with  a  letter 
on  the  22nd  of  October.  I  am  still  waiting. 

Mr.  Lee  Brown.  What  I  will  do  is  go  back  and  find  out  when 
you  can  get  it.  If  it  is  available,  we  will  get  it  to  you  immediately. 
I  will  go  back  and  get  an  answer  to  you  immediately  on  the  avail- 
ability. If  it  is  available,  we  will  get  it  to  you  immediately. 

Mr.  Bliley.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Bliley. 

Mr.  Cooper. 

Mr.  Cooper.  Thank  you,  Mr.  Chairman. 

I  would  first  like  to  express  my  appreciation  to  Lee  Brown  for 
having  come  to  Memphis  a  few  weeks  ago  and  help  educate  the 
good  people  of  Tennessee  on  these  important  issues.  We  appreciate 
your  leadership. 

Mr.  Lee  Brown.  I  enjoyed  my  visit  there.  Thank  you. 

Mr.  Cooper.  You  were  very  kind  of  come. 

In  view  of  the  large  number  of  other  witnesses,  Mr.  Chairman  I 
think  I  will  forego  my  questioning  at  this  point. 
Mr.  Waxman.  Mr.  Kreidler. 
Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 

Later  this  morning.  Dr.  Brown,  Lieutenant  Grovemor  Lundine 
will  propose  that  we  shift  $1  billion  in  our  drug  abuse  funds  from 
interdiction  to  treatment.  He  feels,  and  many  people  agree,  that 
the  billions  we  spend  to  keep  drugs  out  of  this  country  have  little 
impact  compared  to  the  value  of  spending  more  on  treatment. 
Would  you  care  to  comment  on  that?  And  if  we  have  to  choose 
where  we  spend  the  next  dollar,  should  we  spend  it  on  treatment 
or  on  the  law  enforcement  side  or  somewhere  else? 

Mr.  Lee  Brown.  We  have  developed,  and  as  indicated  in  our  in- 
terim strategy,  a  comprehensive  approach  to  address  the  drug 
problem  in  America.  We  will  have  to  continue  that  comprehensive 
approach,  a  balanced  approach. 

If  you  look  at  where  this  policy,  this  strategy,  will  differ  from 
previous  policies,  it  is  our  intent  to  place  a  greater  emphasis  on  the 
demand  side  of  drugs,  to  reduce  the  consumption  of  drugs  in  Amer- 
ica. That  does  not  mean,  however,  that  we  will  neglect  the  supply 
side.  Law  enforcement,  interdiction,  our  international  efforts  are 
equally  important,  so  we  want  to  have  more  of  a  balance. 

What  does  that  mean?  That  means  we  need  more  resources.  I 
don't  think  we  should  have  the  supply  side  competing  with  the  de- 
mand side.  We  need  the  resources  necessary  to  get  the  job  done. 
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If  we  need  more  resources  for  treatment,  that  is  what  I  am  fighting 
for,  to  get  the  resources  to  provide  the  treatment  services  that  are 
necessary. 

We  can't  open  up  our  borders  and  let  the  Escobars  of  the  world  j 
just  bring  the  drugs  in,  but  indeed  we  are  aware  that  we  need  to  i 
use  all  of  our  resources  as  cost-effectively  and  efficiently  as  pos-  I 
sible.  That  is  the  reason  the  President  recently  issued  a  directive  I 
which  calls  for  a  controlled  shift  from  interdiction  in  the  transit  | 
zones  to  more  emphasis  in  the  source  country. 

It  is  kind  of  like,  if  you  would,  with  the  vast  borders  we  have 
right  now,  we  are  on  the  borders  trying  to  catch  the  bees  as  they 
come  across  the  border.  Our  objective  is  to  go  to  the  bee  hive  in 
the  source  countries.  If  we  can  freeze  the  drug  problem  there,  we 
will  have  greater  success  here  in  this  country. 

In  summary,  what  I  am  suggesting  is,  I  think  we  all  can  appre- 
ciate we  need  more  treatment  capacity  and  we  need  more  resources  . 
to  provide  that.  That  does  not  suggest,  however,  we  need  to  take  | 
away  from  law  enforcement,  because  law  enforcement  is  also  im-  | 
portant  in  our  equation  to  address  the  drug  issue  in  America.  , 

Mr.  Kreidler.  Perhaps  a  somewhat  related  area,  some  public  | 
health  oflRcials  have  indicated  that  in  order  to  get  a  better  handle 
on  drug  abuse  we  need  to  do  a  better  job  of  identifying  individuals  I 
at  a  much  earlier  age  who  are  more  likely,  because  of  their  family 
situation  or  any  number  of  other  factors,  to  become  drug  abusers, 
and  then  we  need  to  be  more  involved  at  that  point  as  opposed  to 
waiting  until  somebody  is  a  drug  abuser  and  then  trjdng  to  treat 
them  or  trjdng  to  change  somebody  who  already  has  established 
the  life-style  patterns,  perhaps  in  middle  school  or  high  school.  Per- 
haps you  can  go  into  the  elementary  school  age,  early  elementary 
school  age,  and  work  with  students  at  that  age.  Do  you  have  any 
thoughts  along  that  line? 

Mr.  Lee  Brown.  Yes,  I  do.  We  believe  that  prevention  is  the  first 
line  of  defense  in  addressing  the  drug  issue.  In  fact,  we  point  out 
in  our  interim  drug  control  strategy  we  probably  should  start  even 
before  kindergarten.  From  the  preschool  Head  Start  programs,  we 
should  be  involving  our  children  in  drug  education  programs.  But 
from  a  formal  standpoint,  certainly  must  have  drug  prevention  pro- 
grams from  kindergarten  all  the  way  up  to  the  12th  grade. 

We  have  learned  some  things  about  our  prevention  efforts  over 
a  period  of  time,  but  they  can't  be  at  one  point  in  the  life  of  a  child 
and  expect  that  to  carry  all  the  way  through,  it  must  be  continu- 
ous, it  must  be  related  to  the  age  level  of  the  children  we  are  trjdng 
to  reach.  It  must  also  be  culturally  relevant  to  the  group  we  are 
trjdng  to  reach. 

Prevention  is  extremely  important,  and  we  also  have  learned 
some  from  previous  experience  where  previous  efforts  attempted 
today  look  at  the  individual  as  being  the  cause.  We  feel  that  there 
is  much  more  involved  in  it  than  just  the  individual;  the  environ- 
ment that  one  grows  up  in. 

I  have  had  the  chance,  for  example,  to  talk  to  people  who  are 
former  drug  addicts  or  gang  members  or  former  gang  members.  If 
you  listen  very  intensely  to  what  they  are  saying,  they  point  out 
some  answers  to  the  questions  we  have  about  how  do  we  prevent 
drugs.  They  will  point  out  that  they  did  not  have  a  stable  family 
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life  as  we  may  have  experienced,  and  thus  they  turn  to  the  gang 
as  a  means  of  securing  the  love  and  security  that  we  all  need  and 
want. 

They  point  out  that  they  have  a  sense  of  hopelessness  in  terms 
of  employment.  They  are  poorly  educated,  they  dropped  out  of 
school,  and  so  they  have  no  ability  to  legitimately  obtain  the  things 
that  they  want.  That  doesn't  excuse  them,  but  it  does  tell  us  what 
we  need  to  do  in  terms  of  addressing  the  problem.  Jobs  become 
very  critical. 

If  we  look  at  the  characteristics  of  those  who  are  not  involved  in 
drugs,  we  find  certain  things  that  jump  out  at  us:  A  stable  family, 
a  good  education,  jobs,  or  military  service.  Those  are  the  issues 
that  we  must  gear  our  prevention  programs  in  a  broader  context 
than  we  have  in  the  past  and  look  at  the  environmental  factors  as 
well  as  the  individual  factors. 

Mr.  Kreidler.  Very  good. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you  Mr.  Kreidler. 

Mr.  Brown. 

Mr.  Sherrod  Brown.  Thank  you,  Mr.  Chairman. 

Law  enforcement  officials  celebrated  the  killing  of  Escobar  in 
South  America,  yet  people  question  whether  that  will  make  much 
difference  in  the  flow  of  drugs  north. 

Outline,  so  I  understand  a  little  better  perhaps.  Dr.  Brown,  how 
you  allocate  based  on,  differing  from  what  we  have  done  in  the 
past,  overall  interdiction  costs  by  resources  for  interdiction.  You 
talked  about  the  bee  hive  versus  trying  to  stop  it  at  the  border. 
Give  me  some  relative  figures  on  how  much  society  should  be 
spending  on  interdiction  and,  within  interdiction,  how  it  should  be 
spent,  and  on  treatment  and  prevention  and  education,  on  that  end 
more  precisely. 

Mr.  Lee  Brown.  At  this  point  in  time,  we  have  developed  what 
we  call  an  interim  drug  control  strategy.  That  strategy,  which  I 
have  here,  outlines  this  administration's  broad  principles  in  ad- 
dressing the  drug  issue. 

What  we  see  in  the  strategy  is  that  we  will  have  a  comprehen- 
sive approach  if  we  just  address  the  domestic  side.  That  means  we 
have  to  have  law  enforcement,  prevention,  education,  treatment, 
and  interdiction  at  our  borders.  Then  we  have  an  international  pro- 
gram. 

This  document  here  is  now  serving  as  a  basis  for  our  developing 
a  full  blown  strategy  that  we  will  submit  to  the  Congress  in  Feb- 
ruary. It  is  also  the  basis  of  our  developing  our  budget.  I  say  that 
because  of  we  have  not  developed  a  budget  yet;  we  are  in  the  budg- 
et developing  process  right  now. 

But  to  talk  in  more  general  terms,  I  believe  very  strongly  we 
have  to  have  an  effective  enforcement  program.  That  is  critical  be- 
cause people  are  suffering  with  the  drug  problem  and  we  can't  ne- 
glect to  provide  the  necessary  enforcement. 

I  believe  we  must  have  interdiction  as  well  on  our  borders.  We 
spend  a  great  deal  of  resources  on  our  interdiction  program.  Prob- 
ably about  10  percent  of  our  budget  goes  to  interdiction  and  our 
international  programs,  which  is  not  a  substantially  large  amount 
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when  we  look  at  what  we  spend  in  other  places,  but  we  have  to 
continue  to  do  that. 
As  I  said  earlier — - 

Mr.  Sherrod  Brown.  Excuse  me.  Does  that  10  percent  include 
both  the  border  and  the  suppliers? 
Mr.  Lee  Brown.  Yes,  sir. 
Mr.  Sherrod  Brown.  OK. 

Mr.  Lee  Brown.  As  I  said  earlier,  what  the  President  has  di- 
rected is  that  we  will  now  move  to  a  controlled  shift  from  interdic- 
tion in  the  transit  zones  and  going  into  the  source  countries.  There, 
we  want  to  be  supportive  of  the  countries,  and  particularly  in  Latin 
America,  our  neighbors  to  the  south,  in  the  area  of  enforcement, 
providing  technical  assistance  there,  as  well  as  making  sure  that 
we  help  them  deal  with  other  issues  that  are  important  to  America, 
such  as  democracy,  such  as  alternative  crops,  rather  than  growing 
the  cocoa  leaf,  growing  some  other  crops,  bananas  or  pineapples,  as 
we  see  in  some  countries  like  Peru  and  Bolivia. 

But  you  are  correct,  when  law  enforcement  says  that  the  capture 
of  Escobar  does  not  stop  the  problem.  Escobar  was  on  the  run  for 
some  16  months,  and  during  the  time  that  void  was  filled. 

When  I  was  in  Columbia,  and  I  had  a  chance  to  meet  with  the 
president  there,  one  of  the  things  that  I  got  a  commitment  on  was 
that  when  Escobar  was  captured,  that  they  would  use  the  same  ef- 
fort, resolve,  and  resources  to  attack  the  other  cartels,  particularly 
the  Call  cartel  that  now  supplies  about  80  percent  of  the  cocaine 
to  the  world. 

I  guess  in  summary,  what  we  have  to  have  is  a  comprehensive 
approach.  That  involves  enforcement,  yes;  it  involves  interdiction, 
yes;  it  involves  our  international  efforts;  but  we  have  to  also  under- 
stand that  the  biggest  part  of  the  drug  problem  is  the  addict.  As 
long  as  we  have  people  who  are  addicted  to  drugs  and  using  drugs, 
we  are  going  to  continue  to  have  the  problems  of  crime  and  vio- 
lence brought  on  by  drug  use. 

The  best  way  to  deal  with  the  supply  of  drugs  is  to  deal  with  the 
demand  for  drugs.  So  to  the  extent  we  can  stop  people  from  using 
drugs  initially,  we  can  get  those  who  are  using  drugs  off  or  at  least 
to  reduce  their  use  of  drugs,  then  we  are  making  progress. 

I  believe  and  have  seen  experienced  throughout  this  country  that 
indeed  treatment  does  work.  It  bears  great  benefits  for  us.  As  I  see 
it,  we  cannot  afford  not  to  have  effective  treatment  programs  be- 
cause the  big  part  of  the  drug  problem  is  the  addict. 

Mr.  Sherrod  Brown.  Fourteen  billion  dollars  spent,  my  under- 
standing, over  the  last  10  years  in  interdiction»  Was  that  much  too 
much  weighted  towards  border  interdiction  rather  than  going  to 
the  source  in  the  last  10  years? 

Mr.  Lee  Brown.  I  think  what  we  have  to  look  at  is  that  we  learn 
from  our  efforts.  In  the  past,  we  had  a  lot  of  drugs  being  flown  over 
in  aircraft.  That  is  why  we  had  a  great  deal  of  effort  and  resources 
in  the  transit  zones. 

The  drug  cartels  are  well  financed  organizations.  They  have  their 
intelligence,  and  so  they  are  flexible,  and  they  have  changed  their 
strategy.  We  do  not  have  the  drugs  flown  over  through  the  transit 
zones  to  the  same  extent  that  we  did  in  the  past.  They  are  now 
coming  over  by  commercial  ways  and  maritime  ways.  That  means 
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that  we  also  have  to  be  flexible  and  change  our  strategy.  That  is 
the  reason  we  are  going  toward  placing  more  of  an  emphasis  within 
the  source  countries  but  not  neglecting  the  interdiction  efforts  in 
the  transit  zones  because  one  could  expect  that  as  the  drug  organi- 
zations see  what  we  are  doing,  they  will  change  their  strategies 
too.  So  we  are  not  going  to  abandon  our  borders  or  the  transit 
zones. 

Mr.  Sherrod  Brown.  Thank  you,  Mr.  Chairman. 
Mr.  Waxman.  Thank  you,  Mr.  Director  Brown. 
Mr.  Hastert. 

Mr.  Hastert.  Thank  you,  Mr.  Chairman. 

Mr.  Brown,  as  you  are  aware,  there  has  been  an  internal  debate 
within  the  administration  over  the  costs  associated  with  mental 
and  substance  abuse  benefits.  Can  you  outline  for  the  committee 
those  differences  of  opinion  regarding  the  cost  estimates  for  the 
mental  and  substance  abuse  portion  of  the  plan?  Have  those  dif- 
ferences been  resolved?  And,  if  so,  how  were  those  differences  re- 
solved? 

Mr.  Lee  Brown.  I  don't  have  for  you  today  any  figures  about 
what  the  administration  feels  will  be  the  costs  associated  with  ei- 
ther mental  health  or  substance  abuse.  I  will  go  back  and  provide 
what  we  do  have  for  you.  If  it  is  not  available,  when  it  is  available, 
I  will  provide  it  for  you. 

I  can  tell  you  what  my  goal  is,  what  the  goal  of  the  President 
is.  The  goal  is  to  make  sure  that  we  do  have  the  resources  to  pro- 
vide treatment  for  those  who  need  treatment.  The  President  has 
said  consistently  he  wants  to  close  that  gap  between  the  people 
who  need  treatment  and  the  ability  of  the  country  to  provide  those 
services. 

That  is  the  reason  that  my  staff  is  currently  working  with  0MB 
in  an  effort  to  provide  increased  resources  to  increase  the  treat- 
ment capacity  of  the  country  to  address  the  problem.  Our  emphasis 
will  be  on  addressing  the  hard-core  drug  users  because  they  are  the 
ones  that  are  bringing  about  much  of  the  crime  and  the  violence 
that  we  are  concerned  with.  So  my  objective  is  to  get  the  resources 
that  are  necessary  to  get  the  job  done. 

Mr.  Hastert.  In  the  President's  book  on  the  health  security 
issue,  premiums  are  discussed.  Different  premiums  are  defined  for 
two-parent  families,  single-parent  families,  couples,  single  persons. 
How  did  you  arrive  at  the  premiums  if  you  didn't  know  what  the 
costs  were  going  to  be? 

Mr.  Arons.  Mr.  Hastert,  I  am  Dr.  Arons  with  the  Center  for 
Mental  Health  Services  and  have  worked  on  the  development  of 
the  plan. 

There  have  been  and  there  are  additional  estimates  being  made 
as  to  the  cost  of  services,  and  those  are  being  put  together,  and  will 
be  provided. 

I  don't  think  there  were  differences  in  estimates,  there  was  a 
concern  about  how  much  of  the  services  between  the  public  and  pri- 
vate sector  for  mental  health,  mental  and  addictive  disorders, 
ought  to  be  covered  under  the  Health  Security  Act  and  how  soon. 

So  the  Health  Security  Act  puts  into  implementation  a  program 
that  would  start  with  something  that  is  better  than  existing  plans 
today,  moving  towards  the  sort  of  provision  of  coverage  that  Mr. 
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Cooper  has  mentioned,  the  flexible  benefits,  that  can  be  managed 
by  a  plan. 

Mr.  Hastert.  As  you  well  know — and  I  came  out  of  the  State  leg-  j 
islature  where  we  dealt  with  appropriations  bills — ^that  much  of  the 
cost  of  mental  health  today  is  borne  by  the  States  and  State  insti- 
tutions. Do  you  assume  all  that  cost,  too? 

Mr.  Arons.  Yes.  This  is  focused  on  that  which  will  be  covered 
under  the  Health  Security  Act.  About  29  percent  of  direct  treat- 
ment costs  

Mr.  Hastert.  Well,  those  people  are  citizens  and  they  do 
have  

Mr.  Arons.  Absolutely,  but  about  29  percent  of  direct  treatment 
costs  are,  in  fact.  State  and  local  funds,  as  you  point  out,  a  large 
proportion  of  the  mental  and  addictive  disorder  treatment  budget. 

The  President's  Health  Security  Act  is  focusing  on  that  which 
will  be  covered  under  the  premium  which  will  be  collected  through 
employers  and  individuals  and  subsidies  from  the  Grovemment. 

Mr.  Hastert.  But  you  are  telling  me,  Mr.  Brown,  right  now,  that 
you  don't  have  the  costs. 

Mr.  Lee  Brown.  I  do  not  have  that. 

Mr.  Hastert.  And  those  aren't  available.  You  don't  know  what 
those  costs  are. 

Mr.  Lee  Brown.  No,  sir.  We  will  find  out  what  we  do  have  and 
provide  it  to  you.  If  we  do  not  have  it,  I  will  let  you  know. 

Mr.  Hastert.  Do  you  know  what  the  utilization  is  going  to  be? 
Do  you  know  who  is  going  to  use  these  services?  Do  you  have  those 
numbers? 

Mr.  Lee  Brown.  We  know  that  there  is  approximately  now  about 
a  1.1  million  gap  between  those  who  could  use  the  substance  abuse 
treatment  services  and  the  slots  that  are  available;  that  we  do 
know.  The  objective  is  to  close  that  gap. 

Mr.  Hastert.  When  you  add  those  two  together,  do  you  have  a 
handle  on  utilization? 

Mr.  Lee  Brown.  Yes,  I  do.  It  is  a  little  over  2  million.  I  can  give 
you  the  exact  figure. 

Mr.  Hastert.  Yes. 

Mr.  Arons.  While  Director  Brown  is  looking  for  that,  on  sub- 
stance abuse,  overall,  we  know  that  at  the  moment  for  mental  and 
addictive  disorders,  about  11  percent  of  the  population  are  receiv- 
ing treatment  from  the  health  sector,  both  specialty  and  general 
health  sector,  for  the  mental  or  addictive  disorders,  so  about  11 
percent  of  the  population  during  a  year's  period. 

Mr.  Lee  Brown.  There  are  about  2.4  million  people  that  we  feel 
could  benefit  from  the  treatment,  and  the  shortfall  right  now  is 
about  1.1  million. 

Mr.  Hastert.  So  there  is  only  about  1.3  million  people  receiving 
benefit  today? 

Mr.  Lee  Brown.  That  is  correct. 

Mr.  Hastert.  So  you  are  going  to  double  the  scope  of  that  bene- 
fit. Is  that  correct? 

Mr.  Lee  Brown.  Our  objective  is  to  close  that  gap,  and  what  we 
want  to  have  is,  when  someone  wants  and  needs  treatment,  we 
want  it  to  be  there.  There  is  a  continuum  on  treatment.  Everyone 
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would  not  need,  for  example,  inpatient  treatment.  There  could  be 
neighborhood-based  counseling  of  various  types. 

Mr.  Hastert.  We  understand  that.  But  we  don't  know  what  that 
cost  is  going  to  be. 

Mr.  Lee  Brown.  I  do  not  know  that. 

Mr.  Hastert.  But  yet  we  have  the  premiums  set. 

Mr.  Lee  Brown.  I  can't  tell  you  the  cost  right  now.  When  I  find 
out,  I  will  get  back  to  you  in  terms  of  what  we  know. 

Mr.  Hastert.  Thank  you  very  much.  I  appreciate  it. 

Mr.  Waxman.  I  think  we  ought  to  get  these  cost  figures.  I  think 
the  members  of  this  committee  want  to  have  that  before  us.  Mr. 
Bliley  has  asked  every  administration  witness  that  we  have  had  for 
the  cost  figures,  and  I  think  he  is  entitled  to  get  them. 

Mr.  Lee  Brown.  As  I  indicated  earlier,  I  will  go  back.  What  we 
have  available,  I  will  make  sure  that  the  committee  receives  it.  If 
it  is  not  available,  I  will  tell  you  when  it  will  be  available. 

Mr.  Waxman.  Let  me  ask  you  a  question.  The  health  reform  pro- 
posal places  limits  on  residential  treatment  and  day  treatment  that 
are  permitted  in  any  calendar  year.  In  the  case  of  nonhospital  resi- 
dential treatment,  the  benefit  limits  treatment  to  30  days. 

How  does  this  limit  compare  with  the  average  treatment  experi- 
ence of  Federal  funded  residential  treatment  programs?  How  does 
the  limit  on  intensive  day  treatment  compare  with  treatment  avail- 
able in  federally-funded  treatment  programs? 

Mr.  Arons.  Yes,  Mr.  Chairman.  Again,  there  are  some  very  im- 
portant changes  in  the  Health  Security  Act  that  occur  even  imme- 
diately aside  from  the  limits  that  you  mentioned. 

Mr.  Waxman.  I  want  to  know  about  the  limits.  How  do  these  lim- 
its compare  to  what  we  have  already  seen  and  experienced? 

Mr.  Arons.  Again,  there  are  two  groups  of  individuals,  as  you 
mentioned,  those  covered  under  present  insurance  plans,  in  which 
case  the  benefits  that  are  provided  are  generally  broader  than 
those  that  exist  in  present  plans. 

For  example,  the  Blue  Cross/Blue  Shield  option  that  is  available 
for  Federal  employees  has  significant  limits  for  both  inpatient  and 
outpatient  care  and  also  a  limit  on  lifetime  treatment,  only  one 
treatment  per  lifetime  for  substance  abuse. 

You  asked  about  in  the  public  sector,  and  there  are  a  broad 
range  of  programs,  and  it  is  certainly  true  that  individuals  in  the 
public  system  have  access  to  programs  that  have  services  beyond 
the  limits  that  are  available  in  the  Health  Security  Act,  and  those 
will  need  to  continue  during  the  interim  period  before  an  integra- 
tion of  the  system. 

Mr.  Waxman.  So  those  who  are  hard  core  and  federally  funded 
plans  are  requiring  a  longer  length  of  the  stay  for  these  day  treat- 
ment programs  and  residential  treatment  programs  than  what  is 
envisioned  in  the  health  reform  proposal. 

Mr.  Arons.  Some  of  those  are.  There  have  been  some  estimates, 
and  we  are  working  on  making  those  more  precise.  The  30  to  40 
percent  of  individuals  will,  in  fact,  be  covered  under  the  limits  in 
the  Health  Security  Act,  so  that  there  will  be  others  who  will  need 
treatment  beyond  the  limits  that  are  in  this  Health  Security  Act. 
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Mr.  Waxman.  And  what  will  happen  after  the  Health  Security 
Act  is  in  place?  Will  those  who  need  these  longer  limits  no  longer 
have  them  available? 

Mr.  Arons.  Well,  again,  initially,  it  will  be  the  same  situation  as 
there  exists  today  although  somewhat  better  because  the  benefits 
are  somewhat  better,  but,  as  occurs  today,  individuals  who  come  up 
against  their  limits,  which  are  often  more  severe  than  those  that 
occur  in  the  Health  Security  Act,  have  to  then  go  into  either  out- 
of-pocket  payments  or  to  the  public  sector  when  appropriate  for  on- 
going treatment,  and  that  will  continue  during  the  interim  period 
as  there  is  a  transition  to  a  more  integrated  system  of  care. 

Mr.  Waxman.  In  other  words,  we  are  going  to  continue  to  have 
a  public  sector  drug  treatment  program  during  the  interim.  How 
about  after  the  Health  Security  Act  is  in  place? 

Mr.  Arons.  Well,  certainly  during  the  interim,  and  then  after  the 
Health  Security  Act  there  will  obviously  be  responsibilities  for  the 
public  system  that  will  be  ongoing:  Services  such  as  enabling  serv- 


will  be  continued  responsibilities  of  the  public  sector;  in  addition, 
monitoring  and  setting  the  standards  for  care.  We  think  all  those 
will  be  continued  responsibilities.  i 
Mr.  Waxman.  And  will  there  be  a  continued  responsibility  at  the  j 
Federal  or  the  public  side  to  supplement  those  who  reach  the  limits  i 
that  would  be  in  place  under  the  Health  Security  Act  and  need  to  [ 
go  beyond  those  limits? 

Mr.  Arons.  It  is  anticipated  that  there  will  be  continued  support  i 
while  maintaining  the  principle  that  we  not  pay  for  services  twice, 
so  that  those  services  covered  under  the  Health  Security  Act,  it 
would  be  anticipated  that  those  would  not  be  paid  for  in  two  dif- 
ferent areas.  But  there  would  be  continued  support  for  those  serv- 
ices not  covered,  and  in  particular,  as  Director  Brown  has  pointed 
out,  for  the  hard-core  ad(fict. 

Mr.  Lee  Brown.  I  do  have  some  figures  that  may  be  more  spe-  i 
cific  to  your  question. 

One  of  the  reasons  that  we  are  looking  at  expanding  the  treat- 
ment budget  for  fiscal  year  1995  is  to  cover  that  which  is  not  cov- 
ered and  will  not  be  covered  under  the  health  care  reform  package. 

Mr.  Waxman.  Well,  the  health  care  reform  package  isn't  going  to 
cover  everybody  for  the  benefit  for  some  period  of  time,  so  you  need 
something  in  the  interim. 
Mr.  Lee  Brown.  That  is  correct. 

Mr.  Waxman.  But  once  it  is  all  in  place,  you  have  limits,  it  seems 
to  me,  more  severe  than  what  is  now  available  for  many  people 
who  are  hard-core  addicts  under  federally-funded  programs,  and,  in 
addition,  there  is  going  to  have  to  be  cost  sharing  by  the  people  \ 
participating  in  that  Federal  program.  \ 

For  example,  let's  say  someone  in  a  methadone  maintenance  pro- 
gram— are  they  going  to  be  required  to  come  up  with  cost  sharing 
out  of  pocket?  And  what  happens  if  they  don't  come  up  with  that  j 
money? 

Mr.  Arons.  Yes,  there  is  cost  sharing  that  is  required  for  individ- 
uals who  are  receiving  medication  treatment,  in  this  case  metha- 
done. 

Mr.  Waxman.  How  much? 
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Mr.  Arons.  This  is  estimated  to  be  in  a  low-cost  plan  of  approxi- 
mately $10  per  visit;  in  a  higher  cost  plan,  approximately  20  per- 
cent of  the  fee. 

Now  this  is  intended  to  be  partly  a  matter  of  individual  respon- 
sibility, a  commitment  to  treatment,  having  every  individual  in 
America  pay  something  toward  their  treatment.  It  is  also  a  form 
of  control  of  utilization. 

But  we  recognize  the  need  to  also  encourage  treatment  for  those 
who  need  to  be  encouraged  to  provide  treatment,  and  this  may  be 
an  area  that  needs  some  further  thought  as  to  where  it  is  appro- 
priate to  try  to  have  an  individual  copayment  and,  where  it  is  ap- 
propriate, to  try  to  encourage  treatment. 

Mr.  Waxman.  Do  people  now  pay  a  copayment  when  they  go  in 
for  a  methadone  maintenance  program? 

Mr.  Arons.  In  the  public  sector  programs  that  are  available, 
there  is  typically  no  copayment,  although  there  are  obviously  re- 
quirements on  the  part  of  the  individual  for  their  treatment. 

Mr.  Waxman.  Are  we  going  to  end  up  in  a  situation  where  those 
who  want  to  be  on  methadone  maintenance  but  can't  afford  to  pay 
for  their  cost  sharing  are  going  to  forego  that  treatment  on  the  one 
hand,  or  have  to  go  out  and  commit  crimes  to  raise  the  money  to 
help  pay  for  their  copayment?  Is  this  where  we  are  going  to  be? 

Mr.  Arons.  Well,  Mr.  Chairman,  obviously  we  want  to  avoid  that 
situation,  and  so  I  think  this  is  an  area  that  requires  a  close  look 
to  make  sure  that  we  have  the  appropriate  balance  between  con- 
trolling the  utilization,  individual  responsibility,  and  having  open 
access  to  treatment  such  as  methadone,  and  together  hopefully  we 
can  take  a  closer  look  at  that. 

Mr.  Waxman.  I  want  to  recognize  any  member  who  wishes  to  ask 
additional  questions. 

Yes,  Mr.  Hastert. 

Mr.  Hastert.  One  short  question  on  this. 
Mr.  Waxman.  Sure. 

Mr.  Hastert.  Mr.  Brown,  we  talked  about  doubling — almost  dou- 
bling the  number  of  people  that  you  are  going  to  bring  in  under  the 
program,  but  we  don't  know  the  cost  of  that,  and  I  understand  that 
right  now,  and  you  are  going  to  get  us  the  costs  when  you  get  them 
available  to  you.  But  you  think  the  utilization  is  going  to  almost 
double. 

You  know,  I  went  through  a  period  of  time  in  the  late  seventies 
and  early  eighties  as  I  sat  in  the  State  government,  and  we  took 
a  lot  of  people  who  were  in  State  institutions  and  mainlined  them, 
basically  moved  them  back  out  into  society.  A  lot  of  those  folks 
today  are  the  people  that  we  call  homeless  people.  They  have  had 
drug  problems.  They  are  basically  people  that  don't  have  any 
money;  that  is  why  they  are  homeless;  or  they  wish  to  be  that  way 
and  still  don't  have  any  money. 

Now,  we  are  saying  that  those  people  are  going  to  be  coming  in 
and  be  making  copayments  for  treatment  and  that  we  are  going  to 
gather  these  folks  back  into  some  kind  of  an  umbrella  for  treat- 
ment. Is  that  correct? 

Mr.  Lee  Brown.  I  am  not  familiar  with  what  you  are  referring 
to,  because  I  come  from  local  government  myself  as  a  police  officer 
and  police  official.  We  dealt  with  those  people  that  were  released 
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from  the  mental  institutions  that  had  no  support  services  when 
they  got  there,  and  the  proposed  health  care  reform  package  does 
take  into  consideration  those  who  cannot  afford  to  pay  for  their 
treatment  services. 

I  think  one  of  the  major  aspects  of  the  health  care  reform  pack- 
age is  that  it  guarantees  health  care  treatment  for  all  Americans; 
those  who  cannot  afford  it  will  be  subsidized. 

Mr.  Hastert.  So  a  lot  of  these  people,  again,  probably  a  good  I 
part  of  that  1.3  million  people  additional  that  you  bring  into  the 
system,  are  going  to  be  people  who  can't  pay,  right? 

Mr.  Lee  Brown.  We  could  expect  that  many  of  the  people  who 
are  the  hard-core  drug  users  will  not  be  employed. 

Mr.  Hastert.  Do  you  have  a  percentage?  Do  you  know  how  many 
of  those  people  

Mr.  Lee  Brown.  We  do  not  know  enough  about  the  hard-core  | 
drug  user  at  this  point  in  time.  That  is  one  of  the  reasons  my  office  i 
is  undertaking  a  research  project  on  the  hard-core  drug  users.  The  I 
surveys  we  have  right  now  do  not  provide  us  adequate  information, 
and  that  is  a  major  priority  for  us  at  this  point. 

Mr.  Hastert.  So  the  numbers  and  costs  of  that  are  still  up  in 
the  air? 

Mr.  Lee  Brown.  At  this  point,  we  cannot  provide  you  with  an 
answer  to  that. 

Mr.  Hastert.  Thank  you. 

Mr.  Waxman.  Thank  you,  Mr.  Hastert. 

Do  any  other  members  wish  to  ask  additional  questions? 

If  the  members  of  the  panel  will  permit,  we  will  move  on. 

Dr.  Brown,  thank  you  very  much  for  your  presentation  to  us. 

Mr.  Lee  Brown.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee. 

Mr.  Waxman.  We  are  delighted  to  welcome  back  Dr.  Judith 
Feder,  principal  deputy  assistant  secretary  for  planning  and  eval- 
uation in  the  Department  of  Health  and  Human  Services  and  one 
of  the  drafters  of  the  plan  that  is  before  us. 

Doctor  Feder,  we  are  pleased  to  welcome  you  back  to  our  sub- 
committee hearing.  The  prepared  statement  that  you  have  pre- 
sented to  us  will  be  in  the  record  in  its  entirety.  We  would  like  to 
ask  you,  if  you  would,  to  limit  your  presentation  to  around  5  min- 
utes. 

STATEMENT  OF  JUDITH  FEDER,  DEPUTY  ASSISTANT  SEC- 
RETARY FOR  PLANNING  AND  EVALUATION,  DEPARTMENT 
OF  HEALTH  AND  HUMAN  SERVICES,  ACCOMPANIED  BY  BER- 
NARD S.  ARONS,  DIRECTOR,  CENTER  FOR  MENTAL  HEALTH 
SERVICES 

Ms.  Feder.  Thank  you,  Mr.  Chairman,  Mr.  Bliley,  members  of 
the  committee.  It  is  a  pleasure  to  be  here  with  you  this  morning. 

I  am  accompanied  by  Dr.  Bemie  Arons  whom  you  have  already 
met  and  by  Cheryl  Austein,  who  are  my  colleagues  at  the  Depart- 
ment of  Health  and  Human  Services. 

As  we  talk  about  benefits  this  morning,  I  do  not  need  to  remind 
you  that  we  continue  to  face  alarming  and  costly  indicators  about 
problems  in  the  health  care  of  Americans.  Between  1980  and  1990, 
the  proportion  of  infants  weighing  less  than  1,500  grams  increased 
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18  percent  for  infants  of  black  mothers  and  6  percent  for  infants 
of  white  mothers.  During  this  same  period,  the  percent  of  mothers 
who  began  prenatal  care  in  their  first  trimester  of  pregnancy  was 
only  76  percent,  with  large  differences  across  population  groups.  In 
1990,  less  than  half  of  the  women  over  50  had  a  mammogram  in 
the  previous  2  years. 

Let  me  personalize  these  statistics  by  highlighting  some  real  life 
experiences.  The  lives  of  Nola  and  Kent  Olsen,  a  self-employed  cou- 
ple from  Florence,  Mont.,  changed  dramatically  after  a  car  accident 
left  Mrs.  Olsen  a  quadriplegic  and  completely  dependent  on  her 
husband.  Only  months  before  the  accident,  the  Olsens  cancelled  the 
health  insurance  policy  held  through  their  contracting  firm.  It  was 
too  costly,  and  they  had  never  used  it.  Ironically,  the  accident  left 
the  couple  $61,000  dollars  in  debt. 

Mr.  Chairman,  it  is  critical,  as  you  know,  that  the  Nation  ad- 
dress these  problems.  I  am  pleased  to  come  before  you  today  to  talk 
about  how  the  President's  plan  provides  services  and  benefits  that 
will  enable  all  persons  legally  residing  in  the  United  States  to  stay 
healthy,  prevent  disease,  and,  when  necessary,  receive  treatment 
for  disease  in  its  earliest  stage. 

The  Health  Security  Act  takes  a  major  step  toward  addressing 
these  problems  by  guaranteeing  that  all  legal  residents  will  have 
comprehensive  health  care  coverage.  The  Act  provides  benefits 
which  include  a  broad  range  of  health  services  and  which  prohibit 
plans  from  excluding  anyone  due  do  preexisting  conditions. 

As  you  know,  Mr.  Chairman,  we  have  specified  in  detail  the 
President's  plan  the  array  of  benefits  that  people  will  receive.  It  is 
the  President's  view  that  if  we  are  to  guarantee  and  provide  people 
the  security  of  coverage  they  seek,  that  these  benefits  must  be 
specified  as  we  move  forward  in  the  legislative  process. 

The  President's  plan  offers  a  full  range  of  services  including  hos- 
pital services,  services  of  health  professionals,  emergency  services, 
clinical  preventive  services,  mental  illness  and  substance  abuse 
services,  family  planning  services,  and  services  for  pregnant 
women,  home  health  care,  extended  care,  outpatient  prescription 
drugs,  outpatient  rehabilitation  services,  vision  care,  including  rou- 
tine eye  examinations,  diagnosis,  and  treatment  for  defects  in  vi- 
sion, and  eyeglasses  and  contact  lenses  for  children  under  18,  den- 
tal care  for  children,  and  health  education  classes. 

This  range  of  services  is,  as  we  believe  appropriate,  necessary  to 
address  and  provide  security  for  affordability  of  the  kinds  of  serv- 
ices people  need  when  they  are  ill,  and  they  resemble  the  kinds  of 
benefits  that  people  who  are  today  well  insured  have  in  their  pack- 
ages. 

Our  benefit  package,  however,  is  more  extensive  in  an  area  that 
we  believe  is  particularly  critical  and  indeed  is  the  cornerstone  of 
our  coverage,  and  that  is  preventive  services.  The  comprehensive 
benefit  package  includes  a  wide  array  of  such  services  without  any 
cost  sharing  for  individuals.  They  include  periodic  clinician  visits, 
prenatal  care,  immunizations,  routine  screening  for  mammograms, 
and,  in  addition,  for  high-risk  groups  a  screening  on  a  periodic 
basis. 

As  you  have  heard,  our  plan  also  includes  benefits  for  mental 
health  and  substance  abuse.  For  the  first  time,  all  persons  with 
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mental  and  substance  abuse  disorders  and  their  families  will  have 
access  to  specialized  services  with  no  discrimination  based  on  pre- 
existing conditions  and  no  lifetime  limits.  The  proposal  gives  health 
plans  the  flexibility  to  provide  appropriate  types,  mix,  and  level  of 
services  for  each  individual. 

The  Act  includes  coverage  for  diagnosis,  medication  management, 
crisis  services,  and  somatic  treatment  services  comparable  to  that 
of  other  health  services.  It  does  not  limit  intensive  treatment  to  in- 
patient coverage  in  hospitals  but  broadens  it  to  residential  settings 
and  intensive  nonresidential  care  such  as  partial  hospitalization 
and  intensive  day  treatment  programs.  Health  plans  also  have  the 
flexibility  to  use  case  management  services. 

The  President  is  committed  to  making  mental  health  and  sub- 
stance abuse  services  an  integral  part  of  the  Nation's  system  of 
health  care,  and  although  we  have  limits  on  visits  and  on  days  in 
institutions  at  first,  the  benefit  proposed  for  2001  would  eliminate 
the  historic  discrimination  against  mental  illness  and  substance 
abuse  by  providing  a  benefit  without  limitations. 

Every  American,  including  those  who  are  so  poor  that  they  cur- 
rently qualify  for  health  coverage  under  Medicaid  will  be  able  to  re- 
ceive the  federally  guaranteed  benefit  package.  However,  we  recog- 
nize, as  you  do,  Mr.  Chairman,  that  some  children  who  are  covered 
under  the  current  Medicaid  benefits  receive  services  that  go  beyond 
the  guaranteed  package.  In  an  effort  to  ensure  that  there  is  no  gap 
in  service  for  low-income  children,  the  plan  includes  a  new,  capped. 
Federal  program  for  poor  children  consistent  with  protections  they 
now  receive  under  Medicaid. 

We  have  also  made  a  special  efibrt  to  address  the  problems  of 
families  who  have  relatives  with  chronic  health  problems  or  severe 
disabilities.  The  new  long-term  care  program  which  represents  a 
major  increase  in  spending  for  community-based  long-term  care 
will  provide  a  range  of  community  supports  for  people  with  severe 
disabilities  regardless  of  their  age  or  income. 

This  new  program  will  be  financed  primarily  by  the  Federal  Grov- 
emment  but  with  State  contributions  as  an  entitlement  to  the 
States  funded  at  levels  sufficient  to  provide  services  appropriate  to 
the  needs  of  people  with  severe  disabilities,  enabling  them  to  re- 
main at  home  or  in  the  community. 

The  President  recognized,  again  as  you  do,  that  providing  every- 
one insurance  coverage  is  a  necessary  but  not  a  sufficient  condition 
to  ensuring  everyone  access  to  appropriate  care.  To  help  insure 
that  those  services  are  really  there  where  people  need  them,  the 
Health  Security  Act  includes  several  additional  investment  propos- 
als. 

First,  the  Act  includes  two  new  grant  programs  to  support  school 
health  education  programs  and  to  fund  school  health  services.  In 
addition,  new  funding  will  be  authorized  to  help  support  public 
health  initiatives  of  special  importance  to  the  health  of  children,  in- 
cluding immunizations,  lead  poisoning  screening,  health  education, 
and  violence  prevention. 

Finally,  the  Health  Security  Act  invests  in  primary  care  and  ena- 
bling services  such  as  transportation  and  outreach  services  and  in 
the  training  of  primary  care  doctors,  including  pediatricians,  obste- 
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tricians,  and  family  physicians  to  ensure  that  children  and  expect- 
ant mothers  will  not  lack  appropriate  medical  care. 

Mr.  Chairman,  the  Health  Security  Act  was  designed  to  guaran- 
tee all  of  us  access  to  comprehensive  medical  care.  The  President 
has  taken  a  bold  step  in  spelling  out  that  guarantee.  Everyone  can 
be  assured  that  they  will  have  the  benefits  that  they  need,  and  all 
of  us  can  now  have  access  to  a  revitalized  health  care  system  that 
prevents  disease  and  promotes  health  but  is  also  there  when  they 
or  a  loved  one  become  ill. 

I  am  happy  to  address  any  questions  you  might  have. 

[The  prepared  statement  of  Ms.  Feder  follows:] 
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STATEMENT  OF 
JUDITH  FEDER,  PH.D. 
MINCIPAL  DEPUTY  ASSISTANT  SECRETARY 
FOR  PLANNING  AND  EVALUATION 

Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  come  before  you  today  to  talk  about  the 
comprehensive  benefit  package  \inder  the  Health  Security  Act.  The 
Act  represents  the  President's  commitment  to  the  American  people 
for  health  security  through  a  guaranteed  comprehensive  benefit 
package . 

I  do  not  need  to  remind  you  that  we  continue  to  face  alarming  and 
costly  indicators  eJ30ut  the  health  of  Americans: 

•  Between  1980  and  1990,  the  proportion  of  infants 
weighing  less  than  1500  grams  (those  at  greatest  risk 
of  death  and  diseUsility)  increased  18  percent  for 
infants  of  black  mothers  and  6  percent  for  infants  of 
white  mothers. 

•  During  this  same  period,  the  percent  of  mothers  who 
begem  prenatal  care  in  the  first  trimester  of  pregnancy 
was  only  76  percent,  with  large  difference  among  racial 
and  ethnic  groups. 

•  In  1990,  only  43  percent  of  women  over  50  had  a 
mcunmogreun  in  the  previous  two  years.    And  in  1992, 
women  earning  under  $10,000  a  year  were  30  percent  less 
likely  to  have  had  a  mammogram  in  the  last  year  than 
women  earning  more  than  $20,000. 

Tgg  gEAXiTH  SECURITY  APT 

Mr.  Chairman,  we  all  agree  that  the  nation  must  address  these 
problems,  many  of  which  are  preventable.     I  am  pleased  to  come 
before  you  today  to  talk  about  how  the  President's  plan  provides 
services  and  benefits  that  will  enable  all  Americans  to  stay 
healthy,  prevent  disease,  and,    when  necessary,  to  seek  treatment 
for  diseases  in  their  earliest  stages. 
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The  Health  Security  Act  takes  a  major  step  towards  addressing 
these  problems  by  guaranteeing  that  all  Americans  will  have 
comprehensive  health  care  coverage.    The  Act  provides  a  benefits 
package  which  includes  a  broad  range  of  health  services  and  which 
prohibits  plans  from  excluding  anyone  due  to  pre-existing 
conditions.    In  addition,  it  is  important  to  note  that  consumer 
out-of-pocket  costs  for  health  services  in  the  comprehensive 
benefit  package  are  limited  to  ensure  financial  protection,  and 
standardized  to  ensure  simplicity  in  choosing  among  health  plans. 
There  are  no  life-time  limits  on  any  benefit. 

WIDE  RANGE  OP  PENEFTTS 

The  Health  Security  Act  guarantees  coverage  for  a  full  range  of 
services  including  hospital  services;  services  of  health 
professionals;  emergency  services;  clinical  preventive  services; 
mental  illness  and  substance  abuse  services;  family  planning 
services  (including  prescribed  contraceptives)  and  pregnancy 
related  services;  hospice  care;  home  health  care;  extended  care; 
outpatient  laboratory  services;  outpatient  prescription  drugs; 
outpatient  rehabilitation  services;  durable  medical  equipment; 
vision  care  including  routine  eye  examinations,  and  eyeglasses 
and  contact  lenses  for  children  under  age  18;  dental  care;  and 
health  education  classes.     Some  of  these  comprehensive  services  - 
such  as  dental  care  for  adults  and  full  coverage  for  mental 
health  and  substance  eJ>use  treatment  -  will  be  phased  in  over 
several  years. 

CLINICAL  PREVENTIVE  SERVICES 

Prevention  is  the  cornerstone  of  the  Health  Security  Act.  The 
comprehensive  benefits  package  includes  a  wide  array  of 
preventive  services  not  covered  by  the  majority  of  today's 
insurance  plans  -  immunizations,  well-child  care,  mammography, 
pap  smears  and  other  screenings  and  early  detection  measures  - 
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which  will  prevent  health  problems  or  help  resolve  them  before 
they  become  serious  illnesses. 

The  plan  offers  periodic  clinician  visits  -  for 
children,  adolescents,  and  adults  -  which  provide 
occasions  for  preventive  monitoring  and  counseling 
appropriate  to  each  person's  age,  gender  and 
developmental  circumstances.    These  preventive  services 
will  be  fully  covered  with  no  cost  sharing  and  no 
deductible. 

•  Our  first  investment  in  healthy  children  is  good 
prenaftal  care  for  mothers.    To  remove  any  financial 
barriers  to  these  critical  services,  the  Health 
Security  Act  provides  for  complete  prenatal  care  with 
no  cost-sharing.    This  includes  any  associated  tests 
which  are  medically  necessary,  for  example  ultrasound 
exeunination. 

•  Children  will  receive  a  full  range  of  prevention 
services,  including  immunizations,  well-baby  checkups 
with  no  cost  sharing  to  ensure  that  all  children  get 
off  to  a  healthy  start. 

•  For  women,  the  Act  will  cover  a  schedule  of  preventive 
screenings,  tests  and  checkups  with  no  cost-sharing. 

•  All  women  receive  clinician  visits,  including  clinical 
breast  exsuns,  at  regular  intervals  with  no  cost- 
sharing.    All  women  will  also  receive  routine  screening 
mammograms  every  two  years,  beginning  at  age  50,  with 
no  cost  sharing. 

Additionally,  women  of  any  age  can  receive  clinical 
services,  including  clinical  breast  exams,  and 
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meunmograms  at  any  time  when  they  are  medically 
necessary  of  appropriate  with  cost  sharing  as  specified 
by  their  plan. 

MENTAL  ILLMESS  AMD  SUBSTANCE  ABUSE  SERVICES 

For  the  first  time,  all  persons  with  mental  and  substance  abuse 
disorders,  and  their  families,  will  have  access  to  specialized 
services.     The  proposal  gives  health  plans  the  flexibility  to 
provide  appropriate  types,  mix,  and  level  of  services  for  each 
individual . 

TEtie  substance  abuse  and  mental  illness  benefits  will  provide 
important  services  for  Americans  with  these  disorders.  The 
Health  Security  Act  represents  a  meaningful  improvement  over 
today's  typical  insurance  policy  that  covers  only  a  narrow  range 
of  services,  and  that  encourages  expensive  inpatient  care  over 
more  cost-effective  alternatives. 

The  beginning  benefit  covers  services  that  are  important  both  to 
reforming  the  system  and  to  caring  for  Americans  with  mental  or 
substance  abuse  disorders.     Distinctly  different  from  typical 
insurance  policies  of  today,  the  Act  does  not  limit  intensive 
treatment  to  inpatient  coverage  in  hospitals  but  broadens  it  to 
residential  settings  and  intensive  nonresidential  care,  such  as 
partial  hospitalization  and  intensive  day  treatment  programs. 
Also  important  in  this  mix  is  that  the  Act  includes  coverage  for 
diagnosis,  medication  management,  crisis  services,  and  somatic 
treatment  services  comparable  to  that  of  other  health  services. 
Health  plans  will  also  have  the  flexibility  to  use  case 
management  services. 

The  beginning  benefit  adopts  a  flexible  benefit  design.  Under 
the  Act's  flexible  benefit  structure  health  plans  are  encouraged 
to  move  to  a  managed  benefit.    Benefits  such  as  intensive 
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nonresidential  services  (e.g.,  partial  hospitalization  and 
intensive  day  programs) ,  outpatient  psychotherapy,  and  substance 
eJ^use  counseling  are  available  as  substitution  for  the  more 
expensive  inpatient  and  residential  settings.     This  new 
structuring  is  consistent  with  the  intent  of  the  Administration's 
2001  mental  health  and  substance  abuse  benefit  which  will  rely  on 
health  plan  management  of  the  benefit  rather  than  specific 
limits. 

The  President  is  committed  to  making  mental  health  and  substance 
abuse  services  an  integral  part  of  a  national  system  of  health 
care.     The  benefit  proposed  for  2001  is  a  dramatic  step  toward 
eliminating  the  historic  discrimination  against  mental  illness 
and  substance  abuse. 

PROTECTING  LOW-INCOME  CHILDREN 

Under  the  Health  Security  Act,  low-income  families  will  be 
members  of  the  Scune  health  plans  with  the  same  health  card  as 
other  fcunilies  in  their  area,  and  health  plans  will  receive  the 
same  premium  payment  regardless  of  the  income  status  of  the 
family.     People  who  today  receive  health  care  through  Medicaid 
will  join  the  alliance  and  receive  assistance  in  paying  premiums 
so  that  their  insurance  is  affordable.     Eligible  low-income 
families  will  also  receive  assistance  with  cost-sharing. 

Every  American,  including  those  who  are  so  poor  that  they 
currently  qualify  for  health  coverage  under  Medicaid,  will  be 
able  to  receive  the  federally  guaranteed  benefit  package. 
However,  we  recognize  that  some  children  who  are  covered  under 
Medicaid  currently  receive  some  services  that  go  beyond  the  new 
array  of  benefits.     In  an  effort  to  ensure  that  there  is  no  gap 
in  service  for  low-income  children,  the  plan  includes  a  new, 
capped,  federal  program  for  poor  children  with  special  needs. 
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We  are  contemplating  that  this  "wrap  around"  program  will  reflect 
current  Medicaid  criteria  and  will  cover  a  federally  determined 
set  of  services  for  eligible  children  under  age  19.  Basically, 
the  services  will  include  Medicaid  services  that  are  not  included 
in  the  comprehensive  benefit  package,  such  as  hearing  aids, 
transportation,  and  some  therapies. 

PROTECTING  INDIVIDUALS  WITH  DISABILITIES 

Comprehensive  coverage  of  preventive  care  and  medical  treatment 
goes  a  long  way  toward  easing  the  threat  of  disease  that  faces 
all  children  and  families  in  America.    But  families  who  have 
reQ:atlves  with  chronic  health  problems  or  severe  disabilities 
face  special  challenges. 

Outlawing  pre-existing  condition  exclusions  will  help  these 
families  enormously.    But  many  of  them  need  more  —  they  need 
long-term  supports  to  help  them  keep  their  loved-ones  at  home,  in 
the  family,  in  the  community.     Families  are  not  looking  to  be 
replaced  by  a  service  system  —  but  they  need  some 
reinforcement.    They  need  a  real  choice  beyond  institutionalizing 
their  relative  or  bankrupting  the  whole  family  to  keep  their 
children  at  home.    The  plan  offers  real  hope,  in  the  form  of  a 
major  new  progreun  for  community-based  long-term  care. 

The  new  long-term  care  progreun,  which  represents  a  major  increase 
in  spending  for  community-based  long-term  care,  will  provide  a 
range  of  community  supports  to  people  with  severe  disabilities, 
regardless  of  their  age  or  income.    This  new  program  will  be 
financed  jointly  by  states  and  the  federal  government.  However, 
it  will  differ  from  Medicaid  in  that  federal  match  rates  will  be 
higher  but  federal  funding  is  capped,  you  will  not  have  to  be 
poor  to  qualify,  and  the  program  will  be  highly  flexible.  In 
addition  the  new  long-term    care  program,  though  not  an 
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individual  entitlement,  will  be  funded  at  a  level  sufficient  to 
serve  the  estimated  eligible  population. 

In  addition,  the  Medicaid  long-term  care  program  will  continue 
for  low  income  children  both  institutional  services,  including 
ICFs/MR;  and  community-based  services,  including  personal  care, 
home  health,  and  Medicaid  home  and  community-based  waivers. 

OTHER  IKVESTMENT8 

The  President  recognizes  that  insurance  alone  can  not  meet  the 
needs  of  all  Americans.    To  help  improve  access  to  appropriate 
care  and  to  help  prevent  disease  and  promote  health,  the  Health 
Security  Act  includes  several  new  investment  proposals. 

First,  the  Act  includes  two  new  grant  programs  to  support  school 
health  education  programs  and  to  fund  school  health  services. 
Under  the  Act,  $50  million  in  FY  1995  will  be  authorized  to 
support  the  planning  and  implementation  of  comprehensive  school 
health  education  programs  for  children  in  kindergarten  through 
grade  12. 

In  addition,  the  Act  authorizes  $100  million  in  FY  1996  rising  to 
$400  million  per  year  by  1999,  to  help  fund  school  health 
services  including  preventive  health  services,  mental  health  and 
social  service  coiinseling,  substance  abuse  counseling,  care 
coordination  and  outreach,  management  of  simple  illness  and 
injuries  and  referral  and  follow-up  for  more  serious  conditions. 
These  funds  will  be  targeted  to  adolescents  and  communities  most 
in  need  of  support. 

In  addition,  new  funding  will  be  authorized  to  help  support 
public  health  initiatives  of  special  importance  to  the  health  of 
children  including  immunizations,  lead  poisoning  screenings, 
health  education  and  violence  prevention. 
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Finally,  the  Health  Security  Act  invests  in  primary  care  and 
ened^ling  services  such  as  transportation  and  outreach  services 
and  in  the  training  of  primary  care  doctors  including 
pediatricians,  obstetricians  and  family  physicians  to  ensure  that 
children  and  expectant  mothers  will  not  lack  appropriate  medical 
care. 

Mr.  Chairman,  the  Health  Security  Act  was  designed  to  guarantee 
all  persons  legally  residing  in  the  United  States  access  to 
comprehensive  medical  care.    The  President  has  taken  a  bold  step 
in  spelling  out  that  guarantee.    Every  legal  resident  can  be 
assured  that  they  have  the  benefits  that  they  need.    All  legal 
residents  can  now  have  access  to  a  revitalized  health  care  system 
that  prevents  disease  and  promotes  health,  but  is  also  there  when 
they  or  a  loved  one  becomes  ill. 
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Mr.  Waxman.  Thank  you  very  much,  Dr.  Feder. 

I  assume  that  the  main  reason  for  delaying  until  2001  implemen- 
tation of  a  full  mental  health,  substance  abuse  benefit  is  cost.  What 
costs  are  attributed  to  the  substance  abuse  portion  of  this  combined 
mental  health/substance  abuse  benefit,  and  how  would  such  costs 
be  impacted  if  the  substance  abuse  portion  were  fully  implemented 
with  the  main  benefit  package? 

Ms.  Feder.  Mr.  Chairman,  to  address  your  first  statement,  there 
are  several  reasons  for  delaying  the  implementation  of  a  mental 
health  benefit/substance  abuse  benefit  without  limits.  One  has  to 
do  with  our  capacity  to  provide  those  services  in  an  integrated 
fashion  that  ensures  both  efficiency  and  quality. 

Congressman  Cooper  talked  about  integrated  health  care  plans. 
We  need  to  encourage  their  delivery  and  their  development,  in 
order  to  assure  appropriate  cost  effective  treatment,  and  that  will 
take  some  time.  We  must  also  work  toward  integrating,  as  was  dis- 
cussed earlier,  the  public  spending  for  these  services  with  insur- 
ance systems. 

Mr.  Waxman.  But  I  assume  that  cost  is  a  factor  and  is  reason 
why  you  didn't  try  to  integrate  these  services  immediately  and  get 
them  available, 

Ms.  Feder.  Appropriate  payment  for  quality  services  is  an  issue, 
and  we  need  some  work  on  it. 

Mr.  Waxman.  What  are  the  costs  attributed  to  the  substance 
abuse  portion  of  this  combined  mental  health/substance  abuse  ben- 
efit? 

Ms.  Feder.  Are  you  concerned  about  when  they  are  fully  inte- 
grated or  at  the  current  time? 

Mr.  Waxman.  Well,  let's  talk  about  when  fully  integrated.  Let's 
talk  about  both. 

Ms.  Feder.  OK,  I  will  do  them  one  at  a  time. 

Our  estimates  with  respect  to  beyond  2001  require  calculations 
that  relate  to  changes  in  the  delivery  system,  and  we  are  continu- 
ing to  work  on  those. 

In  terms  of  the  current  benefit,  the  estimates  that  have  been 
publicly  reported  assume  an  expenditure  of  approximately  $241  per 
person,  which  requires  some  adjustment  to  include  in  the  premium, 
depending  upon  the  kind  of  premium,  family  or  individual,  and  I 
can  provide  for  you  the  breakdown  on  substance  abuse  and  mental 
health  for  the  record. 

Mr.  Waxman.  I  would  also  like  to  get  a  breakdown  if  we  wanted 
to  implement  that  portion  of  the  benefit  immediately  how  much  it 
would  cost,  and  perhaps  you  can  give  that  to  us  for  the  record. 

I  understand  the  plan  requires  copayments  for  outpatient  serv- 
ices that  comprises  mental  health/substance  abuse  benefits.  Now 
one  of  the  purposes  of  a  copayment  is  to  discourage  unnecessary  or 
inappropriate  utilization  of  mental  health  services.  What  evidence 
exists  that  substance  abuse  treatment  services  for  so-called  hard- 
core addicts  are  overutilized?  Wouldn't  you  agree  that  the  problem 
in  treating  this  special  group  is  one  of  retention  in  treatment  rath- 
er than  overutilization  of  treatment,  and  isn't  there  a  relationship 
between  retention  in  treatment  and  long-term  recovery? 

Ms.  Feder.  Mr.  Chairman,  as  I  believe  Dr.  Arons  addressed  in 
your  previous  panel,  we  are  concerned  that  people  get  appropriate 
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treatment,  and,  as  he  indicated,  in  the  design  of  our  package  we 
are  seeking  a  balance  between  individual  responsibility  and  appro- 
priate access  to  care,  and  we  look  forward  to  continuing  to  work 
with  you  on  the  best  arrangements  to  achieve  that. 

Mr.  Waxman.  So  the  arrangements  you  have  may  not  be  the 
best,  and  you  are  willing  to  look  further  at  changes. 

Ms.  Feder.  I  believe  that  we  have  established  an  initial  balance, 
but  if  you  have  concerns,  we  are  happy  to  respond  to  them. 

Mr.  Waxman.  I  am  concerned  about  whether  the  proposed  men- 
tal health  benefit  will  meet  the  need  of  individuals  with  the  most 
critical  needs.  Can  you  describe  for  us  how  an  individual  who  is 
homeless  and  has  severe  mental  illness  would  receive  the  com- 
prehensive services  they  would  need  after  exhausting  one  or  more 
parts  of  the  benefit,  and  should  we  conclude  that  at  least  during 
the  transition  period  the  mental  health  benefit  is  not  intended  to 
address  the  needs  of  those  with  the  most  serious  forms  of  mental 
illness? 

Ms.  Feder.  Dr.  Arons? 

Mr.  Arons.  It  is  estimated  that  perhaps  approximately  a  third 
of  individuals  who  are  homeless  may  be  struggling  with  a  mental 
illness  that  affects  and  contributes  to  their  homelessness. 

It  is,  first  of  all,  important  that  the  Health  Security  Act  does  pro- 
vide a  good  deal  of  services  that  will  be  relevant  to  those  individ- 
uals and  that  in  many  cases  even  when  an  outreach  worker  or 
worker  with  the  homeless  brings  someone  in  for  treatment,  they 
are  unable  to  get  that  treatment  because  of  lack  of  coverage. 

So  things  like  short-term  hospitalization  and  alternatives  to  hos- 
pitalization, nonresidential  intensive  alternatives,  medication  man- 
agement, will  all  be  covered.  I  would  estimate  that  a  good  number 
of  individuals  will,  in  fact,  be  covered  within  the  limits  of  the  bene- 
fit. 

Those  who  require  more  intensive  service  services  will,  in  fact, 
need  the  support  of  a  public  system  that  will  need  to  be  maintained 
during  the  interim  period.  That  is  absolutely  correct. 

Mr.  Waxman.  Thank  you. 

Mr.  Bliley. 

Mr.  Bliley.  Ms.  Feder,  I  am  perplexed.  You  have  outlined  in  de- 
tail here  the  benefits.  Mr.  Brown  said  in  response  to  a  question 
from  Mr.  Hastert  that  you  are  going  to,  for  practical  purposes,  dou- 
ble the  number  of  people  getting  drug  abuse  treatment  as  are  cur- 
rently getting,  and  yet  no  one  has  come  up  with  the  cost  of  this, 
but  at  the  same  time  you  have  spelled  out  what  the  premium  is 
going  to  be. 

Now  how  can  you  set  the  premium  at  7.9  percent  and  be  certain 
you  are  going  to  have  enough  money  when  you  don't  know  what 
the  costs  are  going  to  be? 

Ms.  Feder.  Well,  I  would  understand  that  you  were  perplexed  if 
we  were  as  ignorant  as  that  implied.  Although  there  is  always 
some  uncertainty  about  the  use  and  cost  of  services,  as  we  have 
testified  before,  we  have  undertaken  an  extensive  effort  in  estimat- 
ing costs  for  those  people  who  are  newly  insured  as  well  as  those 
who  are  currently  insured  for  any  changes  in  the  benefit  package, 
and  they  do  take  into  account  the  expected  use  of  services  for  dif- 
ficult, vulnerable  populations. 
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I  know  you  are  frustrated  by  the  fact  that  we  have  not  put  the 
detailed  estimates  before  you,  and  I  would  like  to  reiterate  the  ear- 
lier statement  that  Dr.  Brown  made  that  we  will  respond  to  you 
as  quickly  as  we  can.  It  is  my  hope  and  belief  that  the  release  of 
this  information  is  imminent,  and  while  it  probably  will  not  answer 
all  your  questions,  we  expect  to  continue  working  with  all  of  you 
to  provide  you  that  information. 

Mr.  Bliley.  Imminent:  Is  that  days?  Months?  Weeks?  You  know, 
I  mean  we  have  been  dancing  this  dance  in  September,  and  we  are 
still  waiting  to  find  out  what  the  tune  is. 

Ms.  Feder.  Which  is  why  I  said  imminent.  I  believe  it  is  a  mat- 
ter of  days. 

Mr.  Bliley.  Well,  can  you  estimate  what  the  cost  of  providing 
mental  health  and  substance  abuse  coverage  to  the  currently  unin- 
sured population  is? 

Ms.  Feder.  What  I  gave  you  was — actually,  the  $241  per  capita 
figure  is  for  all  populations.  It  is  across  the  full  insured  population, 
so  it  does  not  distinguish  the  currently  uninsured,  but  those  infor- 
mation were  included  in  our  estimates. 

Mr.  Bliley.  So  you  would  say  2  million  times  $240? 

Ms.  Feder.  No,  I  wouldn't  want  you  to  do  that.  What  I  would 
want  to  do  is  make  the  calculation  appropriate  to  that  population, 
and  that  is  what  we  would  have  to  provide  you. 

Mr.  Bliley.  Have  you  got  the  cost  of  dental  coverage,  what  that 
is  going  to  be? 

Ms.  Feder.  I  can  provide  you  for  the  record  the  breakdowns  on 
the  specifics,  but  in  calculating  the  premium,  we  have  taken  into 
account  or  carefully  estimated  the  costs  of  each  of  the  benefits,  and, 
as  I  said,  we  will  have  that  information  for  you  shortly. 

Mr.  Bliley.  Vision,  the  same  thing? 

Ms.  Feder.  On  each  benefit,  it  is  the  same. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman.  I  have  no  further  ques- 
tions. 

Mr.  Waxman.  Thank  you,  Mr.  Bliley. 
Mr.  Cooper. 

Mr.  Cooper.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  I  hope  you  can  tell,  the  committee  is  somewhat  frus- 
trated on  these  issues.  I  think  it  has  been  reflected  in  the  chair- 
man's line  of  questioning  and  others  because  you  see  a  figure  with 
apparent  precision  like  $241,  and  yet  there  is  no  backup,  and  there 
has  been  no  backup  for  months,  and  we  want  to  give  the  adminis- 
tration the  benefit  of  the  doubt,  but  there  have  been  apparently 
two  well  publicized  cutbacks  in  the  nature  and  extent  of  mental 
health  benefits  since  the  proposal  was  first  unveiled  in  broad  out- 
line before  Congress  back  in  September.  We  need  to  understand 
the  reasoning  for  that.  I  am  sure  there  is  good  reason. 

But  it  does  trouble  me  when  I  see  a  Tennessee  company  like  Fed- 
eral Express,  that  doesn't  have  these  arbitrary  limits,  that  is  cur- 
rently providing  today,  and  has  for  several  years  now,  great  mental 
health  benefits  apparently  at  lower  cost  with  91  percent  patient 
satisfaction,  with  no  arbitrary  limits. 

I  wonder  why  we  are  talking  about  the  year  2001.  If  Hone3rwell 
can  do  it,  if  DEC  can  do  it,  these  other  companies  in  the  real  mar- 
ketplace today  in  1993  can  be  doing  this,  it  makes  me  wonder. 
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Ms.  Feder.  I  think  that  is  an  entirely  legitimate  question,  and, 
as  you  would  imagine,  in  the  course  of  our  process  we  looked  care- 
fully at  the  evidence  that  now  exists  on  the  delivery  of  these  serv- 
ices, and  there  are  a  number  of  examples  of  companies  that  are 
doing  it  quite  effectively  and  efficiently. 

As  we  approached  the  estimating  of  our  premium,  we  were  con- 
servative, as  we  think  we  ought  to  be,  and  the  concern  was  that 
these  experiences,  though  important  and  significant,  were  not  uni- 
versal, and  that  was  the  concern  about  using  them  as  the  basis  for 
the  national  premium. 

It  is,  however,  the  very  experience  that  you  are  describing  that 
is  the  basis  for  our  belief  that  we  can  do  this  for  the  Nation  in  the 
year  2001. 

Mr.  Cooper.  I  hate  to  bring  up  this  touchy  subject,  but  there  has 
been  a  great  deal  of  discuss  of  universal  coverage,  and  I  under- 
stand the  President's  timetable  is  1998.  I  can't  help  but  wonder 
that  if  you  need  more  than  30  days  of  inpatient  mental  health  care, 
that  perhaps  you  are  not  being  really  promised  universal  coverage 
until  the  year  2001  if  that  is  the  date  on  which  these  arbitrary  lim- 
its may  be  lifted. 

So  it  seems  like  there  are  a  goodly  number  of  our  people  who 
may  not  be  getting  the  real  promise  of  comprehensive  health  care 
until  about  the  year  2001  when  we  can  hope  that  other  individuals 
can  have  the  same  experience  that  Federal  Express,  Honeywell, 
DEC,  and  these  other  companies  are  having  today. 

Ms.  Feder.  I  would  disagree  with  you. 

Mr.  Cooper.  I  thought  you  would. 

Ms.  Feder.  I  think  that  although  there  are  a  couple  of  areas 
where  the  benefits  are  somewhat  limited,  this  population  is  one — 
the  population  in  need  of  these  services  is  likely  to  be  among  the 
primary  beneficiaries  of  the  guarantee  that  everybody,  regardless 
of  their  health  status,  will  be  covered  for  a  broad  package  in  which 
most  of  the  benefits  are  without  limitation.  That  is  a  substantial 
difference  from  today  and  is  universal  coverage. 

Mr.  Cooper.  I  thought  Chairman  Waxman  was  quite  effective  in 
his  earlier  line  of  questioning  though,  talking  about  how  this  could 
amount  to  cutbacks  from  certain  public  programs  today.  It  may  be 
superior  to  some  private  sector  plans  today,  but  it  may  be  inferior 
to  the  Medicaid  and  other  programs  that  are  out  there  in  today's 
public  sector. 

Ms.  Feder.  Our  approach,  when  the  chairman  indicated  earlier 
with  respect  to  changes  in  funding  for  existing  programs,  is,  as  Dr. 
Arons  indicated,  a  desire  not  to  pay  twice  for  the  same  services, 
and  it  is  for  that  reason  that  we  have  taken  some  offsetting  reduc- 
tions in  public  programs  where  those  services  will  be  paid  for  by 
the  insurance  benefits. 

Mr.  Cooper.  I  couldn't  help  but  notice  on  page  6  of  your  testi- 
mony that  certain  benefits  for  folks  with  disabilities  will  be  pro- 
vided regardless  of  age  or  income. 

Ms.  Feder.  That  is  correct.  It  is  a  home  and  community-based 
service  program  which  is  a  capped  program;  it  is  not  an  individual 
entitlement,  it  is  entitlement  to  the  States. 

Mr.  Cooper.  So  Ross  Perot,  if  he  were  disabled,  would  qualify  for 
one  of  these  benefits? 
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Ms.  Feder.  We  would  certainly  not  discriminate.  With  appro- 
priate cost-sharing,  everyone  is  eligible,  and  in  designing  this  pro- 
gram, Congressman,  our  concern  has  been  to  match  a  concern  for, 
or  accompany  a  concern  for  fiscal  responsibility  with  a  desire  to 
have  a  strong  and  secure  program. 

It  is  our  experience  that  when  that  program  is  available  to  all 
people  without  regard  to  income,  it  tends  to  be  a  better  program 
and  better  operated,  but  again  with  appropriate  cost-sharing  for 
services. 

Mr.  Waxman.  Thank  you,  Mr.  Cooper. 
Mr.  Kreidler. 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  the  original  draft  of  the  President's  proposal  includes 
a  statement  that  each  plan  is  expected  to  provide  a  sufficient  mix 
of  providers  and  specialties  to  provide  adequate  access  to  profes- 
sional services.  Nonphysician  provider  groups  welcomed  that  state- 
ment, but  they  cannot  find  anything  like  that  in  the  language  of 
H.R.  3600.  Can  you  explain  that? 

Ms.  Feder.  It  is  our  commitment,  Mr.  Kreidler,  to  eliminate  bar- 
riers that  have  been  in  the  way  of  a  number  of  health  professionals 
from  serving  in  plans,  and  we  have  taken  steps  to  include  provi- 
sions for  that  in  our  legislative  language.  But  we  have  not  required 
plans  to  select  specific  providers. 

It  is  our  belief  that  by  changing  the  marketplace  and  holding 
health  plans  accountable  for  delivering  services  efficiently,  that  it 
will  be  in  their  interest  to  put  together  the  best  mix  of  providers 
who  can  deliver  quality  services  efficiently.  If  we  eliminate  bar- 
riers, we  create  opportunities. 

Mr.  Kreidler.  Would  the  administration  have  a  problem  with 
language  specifically  requiring  all  plans  to  include  the  services  of 
all  classes  of  providers  authorized  to  practice  under  State  law? 

Ms.  Feder.  It  is  our  belief  that  when  plans  are  putting  together 
their  networks,  that  in  order  to  operate  most  efficiently,  that  they 
need  flexibility  to  achieve  that  goal,  and  it  is  that  flexibility  that 
we  have  preserved,  and  that  is  the  approach  that  we  have  taken. 

There  is,  however,  in  every  alliance,  and  in  every  community 
therefore,  a  plan  that  is  an  open  fee  for  service  plan  that  is  in- 
cluded not  only  to  insure  that  kind  of  plan  for  individuals  but  also 
to  include  access  to  that  plan  for  all  providers,  so  we  have  been 
concerned  about  the  providers  and  that  is  the  way  we  have  ad- 
dressed it. 

Mr.  Kreidler.  OK. 

You  are  probably  aware  that  the  chiropractic  profession  isn't  real 
excited  right  now.  Does  the  benefit  package  include  spinal  manipu- 
lation services  that  chiropractors  provide?  Those  services  are  not 
mentioned  specifically  in  the  bill. 

Ms.  Feder.  It  includes  services  that  would  be  covered  if  they 
were  provided  by  a  physician,  which  does  include  many  of  the  serv- 
ices, though  perhaps  not  all,  that  chiropractors  provide,  so  we 
would  expect  absolutely  that  they  are  included  subject  to  State  li- 
censure as  qualified  providers  under  the  Health  Security  Act. 

Mr.  Kreidler.  So  presuming  that  a  physician,  because  of  their 
broad  licensure,  could  provide  spinal  manipulative  services,  pre- 
sumably under  State  law,  which  I  would  assume  would  be  the  case 


187 


because  of  the  broad  licensure  that  they  possess,  that  may  meet 
the  requirement  that  that  service  is  then  available. 

Ms.  Feder.  I  would  want  to  check  on  the  specific,  but  the  broad 
outlines  that  I  have  indicated  are  correct. 

Mr.  Kreidler.  Very  good.  Thank  you  very  much. 

Mr.  Waxman.  Thank  you,  Mr.  Kreidler. 

Mr.  Brown. 

Mr.  Sherrod  Brown.  Thank  you,  Mr.  Chairman. 

I  hear  concern  in  my  district  and  around  about  the  copa)mient 
for  mental  health  benefits  being  generally  higher  than  copays  in 
other  parts  of  the  plan.  Outline  the  various  copays  for  services,  if 
you  could,  in  the  mental  health  field  specifically. 

Mr.  Arons.  Mr.  Brown,  I  think  the  provision  that  you  are  refer- 
ring to  is  the  increased  copayment  for  outpatient  psychotherapy, 
which  is  at  50  percent  of  a  fee  or  $25  in  the  low  cost-sharing  plan 
rather  than  the  usual  20  percent  and  $10. 

Mr.  Sherrod  Brown.  That  kicks  in  after  a  number  of  sessions, 
or  how  does  that  work? 

Mr.  Arons.  No,  that  is  even  at  the  beginning.  There  is  a  limit 
of  30  sessions.  There  is  a  limit  of  30  sessions  for  outpatient  psycho- 
therapy in  the  benefit  package,  and  the  50  percent  copayment  is 
there  from  the  beginning. 

The  rationale  for  that  is  based  on  a  notion — it  is  basically  again 
this  balance  of  what  is  needed  for  utilization  control,  involvement 
of  the  individual,  the  individual  responsibility  in  accessing  treat- 
ment, and  it  was  believed  that  for  psychotherapy  there  was  neces- 
sity for  an  increased  copayment  on  the  part  of  the  individual  as  one 
of  the  ways  in  which  utilization  can  help  be  controlled.  So  it  is  a 
discouragement.  Basically  it  makes  an  individual  think,  and  it  is 
an  involvement  of  that  individual  for  that  service. 

Mr.  Sherrod  Brown.  Doesn't  that  put  off  limits  pretty  much 
that  kind  of  therapy  for  families  of  moderate  means?  If  it  is  a  50 
percent  copayment,  doesn't  that  put  the  Government  in  the  posi- 
tion of  saying,  *We  don't  think  this  is  very  important,"  and  put  the 
family  of  moderate  means  in  a  position  of,  *We  can't  afford  this  so 
we  will  forego  the  treatment"? 

Mr.  Arons.  Whenever  there  is  the  fixed  copayment,  clearly  indi- 
viduals at  different  levels  of  income,  it  will  have  more  or  less  of  an 
impact  on  what  they  can  afford.  For  poor  people,  for  individuals 
who  are  AFDC  and  SSI  recipients,  they  would  not  pay  the  full 
copayment,  and  then  in  addition  there  is  a  low  cost-sharing  plan 
where  the  fee  would  be  approximately  $25  per  visit,  which  we  feel 
is  affordable  and  does  provide  the  balance  between  utilization  con- 
trol, individual  responsibility,  and  access  to  treatment. 

Mr.  Sherrod  Brown.  But  for  a  family  with  an  income  of  $30,000 
or  $40,000,  50  percent  over  a  period  of  30  weeks  is  a  significant 
amount  of  money. 

Ms.  Feder.  Mr.  Brown,  I  think  that  this  gets  to  the  issue  of  hav- 
ing to  phase  in  the  full  mental  health/substance  abuse  benefit,  and 
that  we  have  not  been  able  to  do  for  everyone  in  this  area  what 
we  might  wish  to  do  from  the  outset. 

As  we  indicated  earlier,  as  the  capacity  to  provide  these  services 
in  an  integrated  delivery  system  expands  around  the  country,  we 
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would  expect  that  we  will  be  able  to  alleviate  those  limits,  and  that 
is  our  intent  and  commitment  in  the  legislation. 

Mr.  Sherrod  Brown.  So  this  is  30  weeks?  35  weeks? 

Mr.  Arons.  30  visit. 

Mr.  Sherrod  Brown.  30  visit.  So  the  30-visit,  50  percent  copay 
is  seen  as  temporary,  is  seen  as  short-term,  long-term,  it  will  scaled 
back  to  a  copay  more  consistent  with  the  rest  of  the  health  care 
package? 

Mr.  Arons.  Well,  there  are  two  changes  that  are  possible.  One 
is,  with  the  implementation  of  the  more  flexible  benefits  in  the  year 
2001,  there  would  be  an  elimination  of  the  limits  and  the 
copajnnent,  but,  in  addition.  States  are  encouraged  and  we  hope 
that  some  States  will  take  advantage  of  the  opportunity  to  inte- 
grate their  systems  earlier,  and  they  can  provide  for  more  flexible 
benefits  at  an  earlier  time. 

Mr.  Sherrod  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Brown. 

Mr.  Hastert. 

Mr.  Hastert.  Thank  you. 

I  appreciate  you  being  before  us.  It  is  nice  to  see  you  again.  Dr. 
Feder.  We  know  the  hard  work  that  you  have  done  to  put  together 
the  President's  health  care  plan.  From  the  very  beginning  you  were 
out  there  working  and  putting  all  those  pieces  together,  so  I  know 
of  your  intricate  knowledge  of  this. 

You  said  something  in  your  testimony  a  little  bit  ago;  you  said 
without  limitation  in  health  care,  without  limitation,  but  yet  one 
of  the  things  I  am  tr3dng  to  understand  when  I  go  through  this 
book  and  others  is,  you  have  a  trade-off  system.  I  don't  know  if  I 
know  all  of  the  intricacies  of  this  yet  because  it  looks  pretty  com- 
plicated. 

But  if  somebody  chooses,  especially  if  a  mental  health  patient  , 
chooses,  or  his  doctor  chooses  to  trade  off  inpatient  days  for  out-  i 
patient  days,  I  guess  there  is  almost  a  four  to  one  trade-off.  But  : 
let's  use  a  specific  situation.  Let's  say  that  you  are  a  ! 
psychotherapist  and  you  have  a  patient  who  is  in  need  of  frequent  \ 
psychotherapy,  and  you  and  the  plan  decide  to  trade  all  your  pa-  | 
tient's  inpatient  hospital  days  for  psychotherapy  visits  at  the  four-  j 
to-one  ratio. 

During  November  your  patient  has  a  complete  nervous  break- 
down and  must  be  hospitalized.  However,  you  and  the  plan  now 
have  a  problem  because  all  the  patient's  inpatient  hospital  benefit 
has  been  used.  Your  patient  is  not  suicidal  or  a  danger  to  others, 
what  do  you  do? 

Mr.  Arons.  I  think  you  do  understand  the  trade-off  situation 

quite  accurately,  that,  in  fact,  this  is  

Mr.  Hastert.  I  am  trying  to. 

Mr.  Arons.  — ^that  this  is  a  provision  so  that  the  individual  who 
could  be  kept  out  of  the  hospital  for  periods  of  time  or  could  get 
out  of  the  hospital  earlier  has  available  these  trade-offs  so  that 
there  can  be  an  increase  in  the  number  of  outpatient  psycho- 
therapy days  available. 

Mr.  Hastert.  I  understand  that. 

Mr.  Arons.  And  we  wanted  to  give  plans  this  flexibility  so  that 
a  continuum  of  care  can  be  provided  and  that  there  could  be  some 
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increased  outpatient  benefits.  It  is  hoped,  therefore,  that  plans  will 
provide  some  control  over  that  and  will  retain  some  inpatient  days 
and  not  use  all  the  inpatient  days  by  the  end  of  the  year  for  this 
purpose. 

Mr.  Hastert.  So  are  the  inpatient  and  outpatient  days  cumu- 
lative within  the  plan,  or  are  they  capitated? 

Mr.  Arons.  For  example,  if  you  used,  say,  20  of  those  inpatient 
days  for  80  visits,  you  would  still  have  additional  inpatient  days  re- 
maining as  part  of  your  benefit  that  could  be  used,  and  in  addition, 
as  you  pointed  out,  in  the  cases  of  threat  to  life,  threat  to  self  or 
others  or  need  for  hospitalization  to  adjust  medication  or  other  so- 
matic treatments,  there  would  be  up  to  an  additional  30  days  avail- 
able under  those  circumstances. 

But  you  correctly  point  out  that  the  wise  health  plan,  the  wise 
clinician,  will  be  working  with  their  client,  their  patient,  to  pre- 
serve some  inpatient  days.  But  this  was  not  specified  in  the  law. 

Mr.  Hastert.  And  those  patient  days  are  allocated  on  an  annual 
basis,  right? 

Mr.  Arons.  That  is  correct. 

Mr.  Hastert.  So  in  November  when  this  person  does  have  a 
nervous  breakdown  and  he  doesn't  have  any  days  left  for  inpatient 
hospital  treatment,  because  they  have  been  used  for  outpatient 
treatment,  what  happens?  Does  he  still  have  a  benefit? 

Mr.  Arons.  Again,  depending  on  the  individual,  there  are  still 
opportunities  for  brief  clinical  visits  for  medication  management, 
there  are  still  opportunities  in  cases  for  crisis  intervention. 

You  are  painting  the  picture  of  someone  who  is  not  so  severe  as 
to  be  in  need  of  hospitalization  because  of  a  threat  to  themselves 
or  others,  so  hopefully  there  can  be  some  maintenance  through  case 
management  and  other  outpatient  services  through  the  end  of  the 
year,  and  then,  as  you  point  out,  at  the  beginning  of  the  year,  a 
new  round  of  benefits. 

Mr.  Hastert.  So  we  have  really  kind  of  an  inexact  science  here. 
Is  that  is  that  what  you  are  saying? 

Mr.  Arons.  That  is  probably  true. 

Mr.  Hastert.  OK. 

The  trading  system  that  we  are  talking  about  assumes  that  the 
spectrum  of  mental  health  services  are  interchangeable.  If  you  are 
psychotic  and  need  to  be  hospitalized,  how  can  outpatient  psycho- 
therapy possibly  be  substituted  for  hospital  care? 

Mr.  Arons.  I  think  you  are  correct,  there  are  a  variety  of  mental 
illnesses,  and  there  are  some  quite  severe  mental  illnesses  that  in- 
dividuals believe  can  be  helped  through  outpatient  treatment  in 
balance  with  inpatient  hospitalization. 

But  for  the  individual  with  the  most  severe  illnesses,  the  psy- 
chotic illnesses,  really  the  required  treatment  is  probably  some 
combination  of  inpatient  hospitalization  where  necessary,  alter- 
native intensive  treatments  where  possible,  medication  where  indi- 
cated, some  psychotherapy,  and  we  hope  that  the  balance  that  we 
have  provided  does  focus  on  those  individuals  as  well  as  other  indi- 
viduals, 

Mr.  Hastert.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr„  Hastert. 
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Dr.  Feder  and  Ms.  Austein  and  Dr.  Arons,  the  three  of  you  and 
Dr.  Brown  earlier  represent  the  administration,  and  Mr.  Cooper 
said  that  some  of  us  seem  frustrated  about  the  proposal  or  have 
questions  about  it  and  we  are  asking  some  critical  questions. 

But  don't  misunderstand  the  critical  questions  we  are  asking.  We 
are  asking  these  questions  because  we  are  trying  to  get  answers. 
But  we  Imow  what  you  are  trying  to  do,  and  it  is  a  wonderful 
thing.  You  are  trying  to  get  every  American  universal  coverage, 
every  American  a  set  of  comprehensive  health  benefits,  including 
mental  health  and  substance  abuse. 

Now  these  benefits  cannot  be  without  any  limit  because  we  can't 
give  everybody  everything,  and  we  want  to  decide  what  limits  are 
appropriate,  unlike  Mr.  Cooper's  bill  which  wouldn't  give  people 
universal  coverage  in  this  Nation. 

So  let  us  clearly  understand,  if  we  are  critical,  if  we  are  asking 
critical  questions,  we  are  not  being — at  least  some  of  us  are  not  | 
being  critical  of  what  you  are  trying  to  do  and  not  supportive  of 
your  efforts. 

Mr.  Cooper  talked  about  Federal  Express  where  they  don't  have 
limits  on  mental  health  benefits.  Wouldn't  you  expect  that  if  you 
have  middle  class  people  working  for  Federal  Express,  it  would  be 
a  lot  different  than  when  you  cover  the  homeless  and  others  who  'i 
are  without  insurance  now,  who  need  intensive  mental  health  ben- 
efits, that  perhaps  if  we  are  going  to  cover  all  those  people,  that  . 
we  have  to  set  up  some  limits? 

Mr.  Arons.  Yes,  we  do  think  we  can  learn  quite  a  bit  from  Fed- 
eral Express  and  the  approach  that  they  are  taking,  which  is  basi-  i 
cally  to  provide  for  a  flexible  benefit  in  which  a  health  plan,  provid-  ' 
ers,  and  the  individual  work  out  the  appropriate  array  of  services  \ 
for  the  individual,  is  ultimately,  and  in  the  future  the  way  to  go  | 
for  the  entire  range  of  individuals,  from  individuals  who  are  work-  ; 
ing  to  those  who  are  homeless  and  everyone  in  between.  So  we  do  ' 
aim  in  that  direction.  j 

We  do  think,  clearly,  the  kinds  of  services  that  need  to  be  avail-  ! 
able  do  run  across  a  range  and  we  need  some  time  to  put  that  into  ' 
effect. 

Mr.  Waxman.  We  also  want  to  be  sure  that  the  American  people  ' 
are  not  going  to  be  perceiving  themselves  worse  off  under  health  : 
care  reform  than  they  are  today,  and  I  think  that  is  tremendously  i 
important  if  we  are  going  to  have  support  for  this  legislation.  '  [ 

People  who  have  good  health  insurance  aren't  going  to  want  to  ■ 
find  themselves  having  to  pay  more  or  lose  that  health  insurance,  i 
I  fear  this  may  be  the  result  of  some  of  the  proposals;  especially  | 
if  tax  deductibility  is  changed.  We  also  don't  want  to  find  that  peo-  \ 
pie  who  are  expecting  to  have  health  insurance  coverage  don't  get  i 
picked  up;  that  they  have  it  offered  to  them  but  then  they  don't  ! 
really  get  coverage  because  they  can't  afford  it.  ! 

Then,  on  the  other  hand,  we  have  some  people  that  have  pro-  \ 
grams  like  Medicaid  available  to  them  now,  and  as  I  understand  | 
the  administration's  mental  health  benefit,  it  will  be  less  com-  | 
prehensive  than  some  State  Medicaid  programs.  Is  that  a  correct  ! 
statement?  j 

Ms.  Feder.  It  is  correct  for  the  children.  It  is  incorrect  for  the  j 
adults,  because  they  don't  have  institutional  coverage  right  now,  ! 
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and  it  is  for  that  reason,  as  you  know,  we  have  taken  some  extra 
steps  in  that  regard, 

Mr.  Waxman.  Can  a  low-income  individual  remain  under  their 
Medicaid  plan,  or  must  they  first  exhaust  their  health  security  ben- 
efit, and,  if  so,  what  happens  if  they  are  unable  to  meet  the 
copayment  requirements?  Are  you  confident  that  a  Medicaid  eligi- 
ble individual  will  be  able  to  afford  the  out-of-pocket  costs  of  your 
plan? 

Ms.  Feder.  Mr.  Chairman,  as  you  know,  we  have  made  an  enor- 
mous effort  to  integrate  the  Medicaid  population  and  all  Americans 
into  the  same  system,  and  so  the  population,  the  cash  assistance 
population,  has  the  same  choice  of  health  plans  as  other  Ameri- 
cans, and  so  they  would  receive  their  benefits  through  that  main- 
stream system. 

We  have  provided  some  particular  cost-sharing  protections  for 
the  population  on  cash  assistance,  extensive  discounts  with  respect 
to  their  cost-sharing;  and  with  respect  to  the  most  costly  services, 
the  residential  treatment,  for  example,  on  mental  health  that  was 
raised,  in  low  cost  sharing  plans  there  is  no  cost  sharing. 

Mr.  Waxman.  You  testified  that  the  President's  bill  invests  in  en- 
abling services  such  as  transportation  and  outreach.  As  we  will 
hear  from  a  subsequent  witness,  these  enabling  services  are  essen- 
tial if  the  core  benefit  package  is  to  work  for  low-income  and  dis- 
advantaged Americans. 

Under  the  President's  bill,  however,  enabling  services  are  not 
part  of  the  core  benefit  package.  That  means  that  employer  and  in- 
dividual premium  payments  as  well  as  Federal  premium  subsidies 
are  not  available  to  pay  for  these  services.  Instead,  the  bill  author- 
izes $1.2  billion  over  the  1996  to  2000  year  period  for  grants  to 
community  health  groups  to  provide  such  services. 

The  problem,  of  course,  is  that  these  authorizations  are  subject 
to  the  appropriations  cap.  As  a  result  of  the  budget  reconciliation 
bill  we  enacted  this  summer,  these  caps  did  not  allow  for  any  infla- 
tion in  domestic  and  defense  discretionary  programs  over  the  next 
5  years.  Thus,  existing  programs  will  have  to  be  cut  about  $78  bil- 
lion below  the  President's  budget  over  the  next  5  years. 

In  these  circumstances,  isn't  it  unrealistic  to  argue  that  the 
President  is  investing  in  enabling  services,  and  which  existing  de- 
fense or  domestic  programs  do  you  propose  to  cut  in  order  to  make 
room  for  the  $1.2  billion  in  enabling  services  under  the  appropria- 
tions cap?  And  if  the  funding  for  enabling  services  doesn't  material- 
ize, how  likely  is  it  that  the  poor  and  underserved  will  be  able  to 
access  the  benefits  for  which  they  are  covered? 

Ms.  Feder.  Mr.  Chairman,  as  you  know,  the  Health  Security  Act 
as  introduced  does  not  include  amendments  to  the  Budget  Enforce- 
ment Act  that  would  adjust  that  cap,  but  I  believe  you  also  know 
that  we  are  committed  to  making  the  appropriate  expenditures  for 
which  we  have  identified  the  authorizations  in  order  to  ensure  that 
those  services  are  there,  and  we  know  that  we  need  to  and  expect 
to  continue  to  work  with  you  to  find  a  mechanism  to  ensure  that 
those  dollars  are  there. 

Mr.  Waxman.  Thank  you. 

I  do  want  to  recognize  members  who  want  to  ask  a  second  round. 
Mr.  Hastert. 


192 


Mr.  Hastert.  Yes.  I  guess  some  of  us  sound  like  a  broken  record 
when  we  talk  about  costs  and  trying  to  find  costs,  but  we  are  trying 
to  balance  the  budget  and  be  fiscally  responsible  here. 

One  of  the  things  that  troubles  me — and  of  course  we  don't  have 
all  your  solid  numbers  yet  obviously,  but,  you  know,  there  are  some 
fudge  factors  here,  mostly  when  we  look  at  what  your  total  budget 
is  in  1996.  It  starts  with  1.5  percentage  points  in  1997;  1  percent- 
age point  growth  in  1998;  there  is  0.5  percentage  in  1999;  and  for 
2000  there  is  zero  percentage  points,  CPI. 

A  lot  of  the  programs  become  effective  in  the  year  2001.  Yet  2001 
is  outside  the  Congressional  Budget  Office  purview,  so  none  of  this 
stuff  gets  scored.  But  we  need  to  look  at  that  and  kiiow  what  those 
numbers.  Are  you  going  to  include  those  numbers  when  you  start 
to  talk  about  implementation? 

I  mean  there  are  games  that  everybody  could  play  on  this.  I 
know  that  you  don't  want  to  play  those  kinds  of  games,  but  we 
need  to  know  what  is  outside  that  CBO  window  also. 

Ms.  Feder.  I  understand  your  concerns,  and  first  let's  put  this 
in  perspective.  The  only  benefits  that  are  being  phased  in,  that  are 
not  fully  in  place  at  the  beginning,  have  to  do  with  the  mental 
health  and  substance  abuse  area  and  some  of  the  dental  benefits 
for  adults  so  that  there  is  only  a  small  area  where  we  are  not  start- 
ing out  with  the  benefit  we  will  also  have  in  2001. 

We  expect  to  continue  to  work  on  the  estimates  for  that  package, 
taking  into  account  that  we  expect  there  will  be  major  changes  in 
the  capacity  of  the  delivery  system  to  ensure  a  more  efficient  deliv- 
ery of  those  services  as  well  as,  as  we  indicated  

Mr.  Hastert.  You  mean  increase  the  capacity? 

Ms.  Feder.  To  do  it  affbrdably,  to  increase  the  capacity  to  do  it 
in  a  coordinated  fashion,  so  that  it  does  not  lead  to  a  significant 
hike  in  premiums.  That  is  our  concern. 

A  key  element  of  that  is  integrating,  as  we  indicated,  the  public 
system  for  provision  of  mental  health  and  substance  abuse  benefits 
with  the  insurance  system.  Many  would  argue,  as  the  working 
group  did,  that  if  we  integrate  those  dollars,  that  there  are  suffi- 
cient dollars  in  the  system  to  provide  the  integrated  package,  but 
we  need  to  develop  the  mechanisms  and  coordination  to  achieve 
that  objective,  and  that  is  what  we  expect  to  do  between  now  and 
the  year  2001. 

Mr.  Hastert.  When  Secretary  Bentsen  and  Secretary  Reich  were 
before  us,  one  of  the  questions  that  we  were  asking,  dealt  with  uti- 
lization. They  said,  "Well,  you  know,  we  have  no  way  of  knowing 
what  utilization  is  going  to  be."  I  am  not  sure  if  that  was  an  accu- 
rate answer  or  not,  but  I  suppose  that  is  somewhat  accurate.  Is 
that  correct? 

Ms.  Feder.  I  think  that  it  is  legitimate  to  recognize  that  there 
is  always  some  uncertainty,  but  I  think  it  is  also  legitimate  to  rec- 
ognize how  much  information  we  do  have  on  utilization  of  services 
and  we  are  drawing  on  that. 

We  also  are  changing  dramatically  the  incentives  of  the  health 
care  system,  which  is  perhaps  most  critical  in  this  regard,  in  order 
to  give  doctors  and  other  practitioners  an  incentive  to  deliver — to 
focus  on  the  delivery  of  quality  care  efficiently,  and  that  change  in 
incentives  has  a  dramatic  impact  on  moving  utilization  in  the  di- 
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rection  of  appropriate  rather  than  inappropriate  utilization  and 
leads  to  savings  at  the  same  time  that  we  expand  benefits. 

Mr.  Hastert.  Fine.  So  when  all  this  is  said  and  done,  even 
though  a  lot  of  this  that  we  see  coming  to  development  and  utiliza- 
tion— ^you  say  you  have  a  good  handle  on  what  utilization  is  going 
to  be,  and  even  if  it  is  beyond,  you  know,  2001  we  are  going  to  get 
those  numbers  and  those  estimates  as  well,  right? 

Ms.  Feder.  Yes,  but  I  want  to  be  clear  so  that  your  frustration 
doesn't  increase.  The  first  set  of  numbers  that — ^you  will  an3rway? 

Mr.  Hastert.  No.  I  am  very  calm. 

Ms.  Feder.  The  initial  numbers  are  for  the  period  through  the 
year  2000,  and  then  subsequently  the  additional  information  will 
be  provided. 

Mr.  Hastert.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Hastert. 

Mr.  Kreidler. 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  say  that  I  very  much  want  to  associate  myself 
with  the  comments  that  you  offered,  Mr.  Chairman,  about  the  lim- 
its on  mental  health  and  substance  abuse  benefits. 

I  think  it  is  too  easy  to  criticize  these  limits  without  putting  it 
into  some  sort  of  perspective  here,  that  some  of  the  critics  don't 
support  any  guaranteed  benefits — none,  zero,  zip,  to  anyone.  You 
are  trying  to  provide  these  benefits  to  Americans  at  a  price  we  can 
afford,  and  I  want  to  commend  you  for  it  and  commend  you,  Mr. 
Chairman,  for  bringing  this  to  the  attention  of  the  committee. 

Ms.  Feder.  Thank  you,  Mr.  Kreidler. 

Mr.  Waxman.  We  want  to  thank  you  very  much  for  being  with 
us  and  helping  us  deal  with  these  issues.  As  usual,  you  have  been 
as  forthright  as  you  possibly  can  be,  and  we  still  have  questions, 
as  you  do,  and  we  will  have  to  continue  working  together  to  resolve 
these  issues. 

Ms.  Feder.  Thank  you,  Mr.  Chairman.  We  are  committed  to  that 
cooperative  process.  Thank  you  very  much. 
[Testimony  resumes  on  p.  206.] 
[The  following  information  was  received:] 
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MENTAL  HEALTH  /  SUBSTANCE  ABUSE  ESTIMATES 


Establishing  the  Baseline 

A.  Baseline  Data 

The  baseline  for  the  estimates  was  derived  from  the  Rice  et  al.  (1990)^  estimates  of  the  costs 
of  alcohol,  drug  abuse,  and  mental  (ADM)  disorders.  These  estimates  are  based  on  utilization  and 
expenditure  data  and  as  such  exclude  administrative  costs.  Using  the  estimates  prepared  by  Rice 
et  al  which  update  the  1985  estimates  of  direct  costs  to  1990,  the  following  components  were 
subtracted: 

0       Research/Support  Costs 

0  Nursing  Home  Costs  •  90%  (which  are  those  accounted  for  by  people  65  years 
and  older) 

0  ADM  costs  that  stem  from  comorbid  physical  conditions  (e.g.,  a  portion  of  liver 
transplant  can  be  linked  to  alcohol  abuse).  This  amounted  to  $4.3  billion. 

0  Prevention  and  data  development  set  asides  in  the  federal  ADM  Block  grant. 
These  deductions  were  $20.9  million  for  mental  health  and  $225.6  million  for 
substance  abuse.^ 

The  allocation  between  alcohol  and  drug  abuse  was  made  according  to  the  distributions  reported 
in  the  Rice  et  al  study.  Costs  associated  with  forensic  hospital  care  in  state  mental  hospitals 
were  also  deducted  from  the  state  mental  health  system  expenditures.  This  amounted  to  $0.7 
billion  in  1990.^ 


^Rice  D.P.  et  al,  "The  Economic  Costs  of  Alcohol  and  Drug  Abuse  and  Mental  Illness  1985," 
Final  Report  ADAMHA  Contract  Number  283-87-0007  1990.  Rice  et  al  have  updated  the  1985 
estimates  to  1990. 

^  These  totals  were  the  1990  actual  allocations  under  the  Block  grant. 

^  These  data  were  obtained  from  the  National  Association  of  State  Mental  Health 
Program  Directors. 
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This  yielded  an  estimate  of  $54  billion  in  1990  for  total  ADM  costs.  A  reconciliation  with 
National  Health  Accounts  yielded  a  similar  estimate  of  approximately  $54  billion  dollars  in  direct 
costs.  (Table  1) 

Total  expenditures  were  then  divided  among  sources  of  payment.  Table  2  summarizes  the 
distribution  of  baseline  costs  by  payer  source.  Private  insurance  expenses  consists  of  total 
spending  from  private  sources  estimated  by  Rice  including  out-of-pocket  payments  and 
philanthropy.  Some  adjustment  was  made  to  the  private  insurance  expenses  reported  by  Rice 
et  al  based  on  more  recent  data  provided  to  SAMHSA  from  the  Department  of  Defense.^ 
Medicaid  dollars  were  based  on  the  high  estimate  of  the  range  identified  by  Wright  and  Buck° 
trended  forward  to  1990  dollars.  The  high  end  was  chosen  because  since  1984  the  advent  of 
disproportionate  share  rules  has  increased  Medicaid  payments  associated  with  ADM  disorders. 
The  Medicaid  total  was  estimated  at  $9.5  billion  in  1990.  The  Medicaid  dollars  were  allocated 
to  Alcohol,  Drug  Abuse  and  Mental  Health  according  to  the  aggregate  proportions  found  by  Rice 
et  al.  State  and  local  data  are  based  on  data  from  the  Center  for  Mental  Health  Services 
(CMHS)  Inventory  and  National  Drug  and  Alcohol  Treatment  Utilization  Survey  (NDATUS).  Using 
data  from  the  CMHS  Inventory  and  NDATUS  $2.2  billion  was  allocated  to  Medicare.  The 
Veterans  Administration  share  was  based  on  1990  data  from  the  CMHS'  Inventory  data  and  from 
data  on  substance  abuse  care  from  the  VA.  An  "other"  federal  category  is  defined  as  a  residual 
of  federal  funds. 


B.  Population  Groups 

The  total  population  in  1990  was  248.7  million. 

0  22.1  million  Medicaid  eligibles  in  1990  (CBO  calculations  1993) 
0       31.2  million  people  65  years  and  older  (Census  of  Population). 


^  These  data  were  reported  in  a  memorandum  dated  April  16,  1993.  (copy  attached) 


^  Wright  G.E.,  and  Buck  J.A.,"Medicaid  Support  of  Alcohol,  Drug  Abuse  and  Mental 
Health  Services"  Health  Care  Financing  Review  13  (1)  117-128  1991 
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35  million  uninsured  persons,  16%  of  whom  (or  5.6  miliion)  had  a  serious  mental 
problem.^' 

160.4  million  privately  insured  population  constitutes  the  remainder 


The  estimates  discussed  in  this  paper  focus  on  three  population  groups:  the  privately  insured, 
the  uninsured,  and  a  high  user  population  currently  served  through  the  public  mental  health  and 
substance  abuse  sectors  populations.  The  population  figures  were  used  as  follows  to  weight  the 
three  components  of  an  estimated  premium: 


0  Insured  82.0% 
0  Uninsured  15.1% 
0      High  Users  2.9% 


C.  Baseline  Per  Capita  Estimates 


The  population  groups  defined  above  were  used  to  develop  baseline  per  capita  costs  for  each 
group.  For  the  privately  insured  we  divided  the  expenditures  estimated  from  Rice  by  the  size 
of  that  group.  Costs  from  the  VA,  state  and  local  governments  and  other  federal  costs  were 
allocated  to  the  uninsured  and  high  users.^ 


^  Norquist  G.,  and  Wells  K.,  "Mental  Health  Needs  of  the  Uninsured'  Archives  of  General 
Psychiatry  48:  476  1991 

^  This  number  is  consistent  with  data  from  the  National  Comorbidity  survey  which 
reports  that  approximately  23%  of  those  without  insurance  report  loy  mental  disorder.  These 
data  were  obtained  via  personal  correspondence  with  Ron  Kessier  and  are  available  In  a  draft 
manuscript  by  Kessier  et  al. 

^  This  allocation  procedure  represents  a  substantial  simplification  of  the  coniplex 
relationships  between  insurance  coverage  and  the  use  of  public  programs. 
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D.  Estimating  Premium  for  Privately  Insured 

The  above  set  of  calculations  yields  a  privately  insured  per  capita  estimate  of  $138.  This  figure 
is  then  further  adjusted  by  $12  to  remove  estimated  cost  of  philanthropy^,  yielding  a 
starting  baseline  insured  premium  of  $126. 

Starting  with  the  $126  baseline  estimate,  the  following  was  done: 

$126  *  0.96  *  1.51  *  0.67  *  1.135'°  =  $138.90  insured 

o  0.96  to  remove  4%  of  the  costs  that  are  associated  with 
prescription  drugs.  The  prescription  drug  costs  were  included  in 
the  estimates  of  the  drug  portion  of  the  benefit  package 

o       1.51  aging  data  to  get  1 994  number 

o       0.67  to  remove  33%  effective  coinsurance  rate." 

o       1 .135  load  for  administrative  costs 


^Mental  health  philanthropy  calculation  •  Data  from  the  1992  /  1993  "Dimensions  of  the 
Independent  Sector"  reports  $1.86  billion  in  1988  for  public  support  (gifts,  grants,  and 
contributions)  to  mental  health.  The  report  also  indicates  that  in  the  health  area  private 
philanthropy  is  approximately  82%  of  public  support.  Taking  62%  of  $1.86  billion  yielded  $1.15 
billion  in  1988  dollars;  aging  the  data  to  1994  dollars  yields  $12  per  capita  for  philanthropy. 
Subsequent  to  the  estimating  process  it  was  realized  that  a  1990  estimate  rather  than  a  1994 
estimate  should  have  been  used,  since  the  $138  per  capita  is  for  1990. 

^°  For  purposes  of  these  estimates  the  earlier  adopted  administrative  load  of  13.5%  was 
used.  This  will  be  adjusted  to  15%  during  the  re-estimating  process. 

'^The  33%  effective  coinsurance  is  derived  based  on  the  following  factors:  (1)  the  inpatient 
coinsurance  rate  is  0.26  because  6  -  7%  of  inpatient  days  are  for  first  days  which  have  a 
deductible,  and  the  coinsurance  rate  for  the  remaining  days  is  20%;  (2)  The  effective 
coinsurance  rate  for  outpatient  services  is  0.47,  which  is  derived  because  90%  of  outpatient 
visits  are  for  psychotherapy  which  has  a  50%  coinsurance,  and  >€%  ef  outpatient  visits  are  for 
medication  monitoring.  The  inpatient  and  outpatient  coinsurance  figures  are  then  weighted  based 
on  the  distribution  of  costs:  0.65  for  inpatient  and  0.35  for  outpatient  (0.65  *  0.26  +  0.35 
*  0.47)  yielding  a  33%  effective  coinsurance  rate  overall. 


198 


5 

E.  Estimating  Premium  for  the  Uninsured 

For  purposes  of  estimating  the  costs  associated  with  the  35  million  uninsured 
population,  the  group  was  divided  into  the  seriously  ill/high  user  category  (16%) 
and  the  remaining  uninsured.  Epidemiological  data  (Norquist)  suggest  that  33% 
more  uninsured  than  insured  have  serious  psychiatric  disorders  (roughly  16% 
of  the  uninsured  have  a  serious  mental  illness  while  about  1 2%  of  the  insured 
have  a  serious  disorder). To  explain  Norquist's  results  it  was  assumed  that 
the  mental  morbidity  curve  of  the  insured  would  have  to  be  shifted  rightward 
for  the  uninsured  population  to  give  a  33%  higher  morbidity  at  the  tail;  that  is 
utilization  for  the  entire  uninsured  population,  and  not  just  the  high  users,  was 
assumed  to  be  higher. 

The  uninsured  premium  estimate  was  calculated  by  adjusting  the  insured 
premium  number  by  33%: 

$138.90  *  1.33  =  $184.73  uninsured 


F.  Estimating  the  Baseline  for  the  High  User  Premium 

For  purposes  of  estimating  a  high  user  premium,  the  baseline  starting  point  used 
was  current  public  sector  spending  which  is  discussed  in  A.  above.  Specifically 
the  state  and  local  spending  ($15.9  billion)  and  the  Federal  sources  spending 
($4.2  billion)  were  used  for  an  estimated  total  public  sector  spending  of  $20.1 
billion  in  1 990.  For  purposes  of  these  calculations  Medicare  and  Medicaid 
sources  were  excluded. 

-  Public  sector  spending  was  divided  into  inpatient  and  community  based  care. 


^^Norquist  G.,  and  Wells  K.,  'Mental  Health  Needs  of  the  Uninsured,"  Archives  of  General 
Psvchiatn^.  48:  476,  1991. 
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Inpatient 

Mental  Health  U.S.  1 992  reports  that  58%  of  state  funds  are  for  state  mental 
hospitals.  Using  the  $20.1  base  gives  a  figure  of  $1 1 .66  billion  for  inpatient 
care.  Calculation  of  the  portion  of  the  public  sector  dollars  for  inpatient  care 
that  should  be  excluded  from  the  premium  was  done  as  follows: 

o  National  Association  of  State  Mental  Health  Directors  (NASMHD) 
March  15,  1993  memorandum  indicates  that  21.4%  of  state 
inpatient  expenditures  are  for  60  or  fewer  days,  (copy  attached) 

o  1 1 .66  X  .786  =  $9.2  billion  should  be  excluded  for  stays  over  60 
days 

Community-based  services 

Community  based  care  is  estimated  to  account  for  $8.44  billion  in  costs.  The 
estimate  assumed  that  30%  of  the  community-based  resources  would  need  to 
be  excluded  from  the  premium  estimate.  The  following  information  contributed 
to  this  assumption: 

Ohio  reported  that  1 2%  of  community  based  expenditures  were  for 
Forensic  related  care  which  will  remain  with  the  public  sector  (e.g., 
halfway  houses,  counseling,  residential). 

Ohio  reports  7%  administrative  costs 

NASMHD  data  report  7%  of  dollars  are  associated  with  case 
management.  The  State  of  Ohio  reports  4%  associated  with 
rehabilitation  and  12%  with  case  management.  This  is  similar  to 
the  Medicaid  experience  of  9%  for  these  two  types  of  services. 

Partial  hospitalization  (1 20  days)  and  residential  treatment  (30/60) 
services  both  have  limits,  with  the  assumption  being  that  public 
sector  resources  will  continue  to  fund  services  beyond  the  limits. 
NASMHD  reports  that  12%  of  expenditures  are  associated  with 
partial  and  17%  with  residential.  Mental  Health  U.S.  reports  the 
median  days  of  stay  in  partial  care  as  115,  with  individuals  with 
schizophrenia  having  a  median  of  153  and  accounting  for  32%  of 
admissions  to  partial  programs. 
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Assuming  a  total  of  30%  for  non-covered  community-based  services  and 
activities: 

$8.44  B  (community  based  care)  x  .30  =  $  2.5B  to  be  excluded 


Combining  the  inpatient  and  community-based  services  exclusions  yielded  the 
following  estimate: 

$2.5  +  9.2  =  $1 1 .7  to  be  excluded  or  58%  of  public  spending 

Erring  on  the  conservative  side  a  55%  figure  for  portion  of  public  dollars  to  be 
excluded  was  picked. 


Portion  of  Public  Funds  Devoted  to  High  Users 

Diagnostic  data  from  U.S.  Mental  Health  1992  indicates  that  80%  of  inpatient 
admissions  to  state  and  county  mental  hospitals  are  for  serious  mental 
disorders.  However,  use  of  an  80%  factor  would  yield  a  dollar  allocation  to  the 
uninsured  population  that  would  be  counter  intuitive  (i.e.,  spending  that  is 
higher  than  when  covered  by  insurance).  While  high  users  constitute  only  80% 
of  public  sector  users,  they  likely  constitute  much  more  than  80%  of  public 
spending.  Thus,  90%  of  public  sector  resources  were  assumed  to  be 
associated  with  high  users. 

Caiculation  of  High  User  Premium 

The  calculation  of  the  high  user  premium  was  as  follows: 

$20,100  *  0.9  *  0.96  *  1.45  *  /  5.6  =  4496.66 

4496.66  *  1.51  *  1.135  *  0.45  *  0.67  =  $2,323.54  high  user 

o      20,100  total  public  sector  spending,  excluding  Medicare  and 
Medicaid 

o      0.9  assume  90%  goes  to  high  users 
o       0.96  excluding  4%  for  drugs 
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o       1 .45  assume  45%  increase  as  a  result  of  plan^^ 

o       5.6  million  uninsured  are  seriously  ill 

o       1.51  aging  data  to  get  1994  number 

o       1.135  loading  by  13.5%  for  administrative  cost^"* 

o       0.45  since  55%  of  public  spending  estimatedto  be  excluded  under 
plan 

o       0.67  to  remove  33%  effective  coinsurance  rate 


G.  Philanthropy 

It  was  assumed  that  health  reform  would  reduce  philanthropy  by  half.  It  was 
also  assumed  that  philanthropy  would  increase  by  5%  annually  so  in  1994  the 
$6  would  grow  to  $7.29.  However,  the  rate  of  growth  for  services  is  more 
than  twice  that  of  philanthropy.  Thus,  it  would  take  $18.12  in  1 994  to  cover 
the  same  amount  of  services  covered  by  the  $1 2  of  philanthropy  in  1 990.  The 
difference  of  $10.83  per  currently  insured  (or  $8.88  per  enrollee)  would  need 
to  be  made  up  by  the  plan.  Loading  by  1 3.5%  and  removing  33%  coinsurance 
gives: 

8.88  *  1.135  *  0.67  =  $6.75 


^^The  45%  is  based  on  the  assumption  that  with  health  reform  the  cost  of  the  covered 
services  which  the  public  sector  will  provide  would  increase  to  roughly  the  average  of  the  top 
10  states.  Since  the  cost  will  no  longer  be  limited  by  the  local  tax  base  but  would  have  the 
entire  nation  to  draw  from,  poorer  states  would  be  able  to  increase  their  spending  on  services 
covered  under  health  reform.  This  would  result  in  a  60%  increase  in  national  per  capita  state 
and  local  spending.  This  figure  was  discounted  to  45%  to  take  into  account  geographical 
variations  other  than  higher  utilization  that  might  partially  explain  the  top  10  states  higher 
mental  health  spending. 

^^For  purposes  of  these  estimates  the  earlier  adopted  administrative  load  of  13.5%  was 
used.  This  will  be  adjusted  to  15%  during  the  re-estimating  process. 
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H.  Calcul9tion  of  Overall  Premium 


The  various  population  group  premiums  are  then  weighted  and  combined  with 
the  philanthropy  calculation  to  yield  a  total  premium  estimate: 


Population  Group 

Premium 

Weights 

Weighted  Premium 

Insured 

138.90 

82.0% 

113.90 

Uninsured 

184.73 

15.1% 

27.89 

High  User 

2323.54 

2.9% 

67.38 

Subtotal 

209.17 

Philanthropy 

6.75 

100.0% 

6.75 

TOTAL: 

$215.92 

Estimated  change  when  moving  from  30  to  60  day  benefit  is  $50.  We  used 
50%  of  this  difference  for  the  estimate  assuming  aggressive  utilization  review. 

$215.92  +  $25  =  $240.92    rounding  to  $241  per  capita^^ 


The  methodology  we  are  using  for  the  estimates  under  the  Health  Security  Act 
risk  rates  premiums  by  health  insurance  policy  type.  Under  this  approach  there 
is  a  difference  between  per  capita  costs  across  the  nation,  and  the  costs  for 
risk  pools  within  different  types  of  insurance  policies. 

In  order  to  move  to  an  estimated  premium,  we  pooled  singles  and  couples  with 
no  children  and  calculated  a  per  person  premium  based  on  the  characteristics 
of  individuals  in  this  risk  pool.  Single  parent  families  define  their  own  risk  pool, 
as  do  dual  parent  families.  Under  this  methodology,  a  single  policy  is  estimated 
to  have  $285  in  mental  health  and  substance  abuse  costs,  a  couples  policy 

$570,  a  single  parent  policy  $567,  and  a  dual  parent  policy  is  estimated  to 
include  $636  for  those  same  benefits.  In  the  context  of  the  overall  premium 
estimates,  mental  health  and  substance  abuse  accounts  for  approximately  1 5% 
of  the  total  premium. 


Approximately  20%  of  per  capita  is  for  substance  abuse. 
(20%  of  $241  -  $48,  or  approximately  $50). 
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TABLE  2 

AGGREGATE  DISTRIBUTION  OF  BASELINE  FUNDS  FOR  SUPPORTING 
THE  COMPREHENSIVE  MENTAL  HEALTH  AND 
SUBSTANCE  ABUSE  BENEFIT 
(IN  BILLIONS) 


1990 

1994 

Private  Insurance 

$22.2 

$28.0 

Medicaid 

$  9.5 

$12.0 

Federal 

$  5.3 

$  6.7 

State 

$  4.2 

$  5.3 

Federal  Sources 

$  4.2 

$  5.3 

VA 

$  2.3 

$  2.9 

Block  Grant 

$  1.0 

$  1.2 

Other 

$  1.0 

$  1.3 

Medicare  (excluded) 

$  2.2 

$  2.8 

State  euid  Local 

$15.9 

$20.1 

State 

$13.0 

$16.5 

Local 

$  2.9 

$  3.6 

Total 

$54.0 

$68.2 
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APRIL  16,  1993 
SUGGESTED  CORRECTIONS  TO  SUBSTANCE  ABUSE  (S.A.) 
EXPENDITURE  DATA  FROM  MODEL 
the  following  data  were  presented: 


HOSPITALS 


S.A.  TREATMENT 
ORGANIZATIONS 


ALL  OTHER 

PROVIDERS 


TOTALS 


CATEGORY  $MIL 


$MIL 


$MIL 


$MIL 


PRIV  HI     $1,632     37.1%      $1,113     22.5%        $301     43.7%     $  3,047  30.4% 


MEDICAID 
ST  &  LCL 
VA 

MISCELL 

MEDICARE 

TOTAL 


814 
977 
35 
330 
612 


18.5% 
22.2% 
0.8% 
7.5% 
13.9% 


$  411 
$3,037 
$  20 
$  317 
$  49 


8.3% 
61.4% 
0.4% 
6.4% 
1.0% 


400  100.0%      $4,947  100.0% 


$139 
$151 

$  0 

$  75 

$  23 
$689 


20.2% 

21.8% 
0.0%  $ 
10.9%  $ 

3.4%  $ 

100.0% 


$  1,364  13.6% 
$  4,165  41.5% 
55  0.5% 
722  7.2% 
684  6.8% 
$10,036  100.0% 


The  corrected  data  should  be: 


HOSPITALS 


S.A.  TREATMENT 
ORGANIZATIONS 


ALL  OTHER 


TOTALS 


CATEGORY  $MIL 


$MIL 


$MIL 


$MIL 


PRIV  HI     $1,976     36.2%      $1,113     22.5%        $301    43.7%     $  3,390  30.6% 


MEDICAID  $ 
ST  &  LCL  $ 
VA  $ 
MISCELL  $ 
MEDICARE  $ 


814 
975 
751 
330 
610 


TOTAL 


$5,456 


14.9% 
17.9% 
13.7% 
6.1% 
11.2% 
100.0% 


$  411 
$3,037 
$  20 
$  317 
$  49 


8.3% 
61.4% 
0.4% 
6.4% 
1.0% 


$4,947  100.0% 


$139  20.2% 
$151  21.8% 
$     0      0.0%  $ 
$  75  10.9% 
$  23  3.4% 
$689  100.0% 


$  1,364  12.3% 
$  4,163  37.5% 
771  6.9% 
722  6.5% 
683  6.2% 
$11,092  100.0% 


Documentation: 


1.  PRIV  HI/HOSPITALS  includes  $344  million  for  inpatient  treatment  of 
substance  abuse  of  military  personnel  in  military  hospitals  (this  was 
not  captured  in  the  NCHS  National  Hospital  Discharge  Survey) 
the  Department  of  Defense  (Health  Affairs) . 


2.      The  VA/HOSPITALS  has  been  corrected  (this  was  not  captured  in  the  NCHS 
National   Hospital   Discharge   Survey;    the   dollar   eunount    is    for  the 
substeuice  abuse  treatment  only  in  VA  hospitals) ;  source  the  Veterans 
.  Affairs  (Mental  Health) . 


3. 


CMHS,  has  said  that  there  should  be  almost  no  overlap  in  dollar  amounts 
between  its  data  source  inventory  and  the  DoD  and  the  VA. 


206 


Mr.  Waxman.  From  our  next  panel  we  will  receive  testimony  on 
the  impact  of  the  proposed  substance  abuse  benefit.  Stan  Lundine 
is  the  Lieutenant  Governor  of  New  York  State.  Rebecca  Crowell  is 
the  executive  director  of  Nexus,  Inc.,  a  substance  abuse  treatment 
program  for  women  in  Dallas,  Tex.,  and  Valerie  Howell  is  a  former 
Nexus  client  and  the  mother  of  a  5-year-old. 

I  want  to  welcome  the  three  of  you  today. 

We  are  appreciative  of  the  fact  that  you  have  been  willing  to 
come  here  and  help  us  better  understand  the  impact  of  the  Presi- 
dent's proposal  on  the  availability  of  substance  abuse  treatment. 

Without  objection,  your  prepared  statements  will  be  in  the  record 
in  full.  What  we  would  like  to  ask  each  of  you  to  do  is  to  summa- 
rize or  deliver  the  oral  testimony  in  no  more  than  5  minutes,  and 
we  will  have  an  opportunity  for  questions  and  answers. 

Mr.  Lundine,  we  particularly  are  pleased  to  see  you  as  a  former 
colleague  back  here  in  Washington,  and  we  have  noted  the  good 
work  you  are  doing  in  New  York.  Thank  you  for  being  here. 

STATEMENTS  OF  STAN  LUNDINE,  LIEUTENANT  GOVERNOR, 
STATE  OF  NEW  YORK;  BECCA  CROWELL,  EXECUTIVE  DIREC- 
TOR, NEXUS,  INC.;  AND  VALERIE  HOWELL,  DALLAS,  TEX. 

Mr.  Lundine.  Thank  you,  Mr.  Chairman,  and  thanks  for  the  op- 
portunity the  present  testimony  on  behalf  of  the  State  of  New  York 
regarding  the  implications  of  health  care  reform  on  our  substance 
abuse  treatment  system. 

In  1989,  Governor  Cuomo  asked  me  to  head  up  our  Anti-Drug 
Abuse  Council.  Today,  4  years  later,  while  we  have  made  some 
progress,  we  still  face  a  crisis.  Recent  statistics  show  that,  after  a 
period  of  some  success,  heroin  and  cocaine  use  are  rising  again. 

To  address  the  problem.  New  York  has  the  largest  drug  and  alco- 
hol treatment  system  in  the  country.  Today,  we  are  treating 
100,000  people,  20,000  more  than  we  were  when  I  first  took  this 
responsibility  4  years  ago.  But  there  are  many  users  who  have  not 
been  reached.  Nationally,  there  are  2  to  3  million  American  drug 
abusers  who  are  not  getting  treatment.  This  year  in  New  York,  we 
will  spend  over  $22  billion  on  Medicaid  funds,  and  drug  and  alcohol 
abuse  are  one  of  the  reasons  that  our  costs  are  so  high. 

Let  me  say  parenthetically  that  as  we  set  about  creating  a  new 
and  universal  health  care  financing  system,  we  also  should  make 
it  a  priority  to  distribute  Federal  aid  in  the  Medicaid  program  more 
fairly.  The  President  has  taken  an  important  step  in  including  sub- 
stance abuse  benefits  in  his  health  care  reform  plan.  Recognizing 
that  drug  and  alcohol  abuse  is  one  of  our  Nation's  top  public  health 
problems  is  a  crucial  step  toward  controlling  overall  health  care 
costs. 

However,  while  the  President's  proposal  will  expand  treatment 
for  some  Americans,  it  could  actually  reduce  the  quality  and  level 
of  treatment  available  for  those  who  have  the  most  serious  and 
chronic  addictions.  Worse  still,  by  cutting  back  on  the  Federal  sub- 
stance abuse  block  grant  to  offset  some  of  the  costs  of  the  reform, 
the  plan  risks  eliminating  even  the  limited  safety  net  that  now  ex- 
ists. 

We  think  there  is  a  need  for  more  comprehensive  coverage.  The 
substance  abuse  benefit  in  the  current  legislation  provides  a  maxi- 
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mum  of  30  days  residential  care  and  120  days  outpatient  counsel- 
ing visits.  That  may  be  OK  for  people  like  you  and  me  who  have 
families,  who  have  jobs,  and  that  kind  of  thing,  but  chronically  ad- 
dicted drug  abusers  are  not  cured  in  30  days  residential  treatment. 
Mentally  ill  chemical  drug  abusers  are  not  helped  when  the  mental 
illness  and  the  substance  abuse  are  treated  as  one  when  they  are 
actually  medically  separate  problems. 

Therefore,  we  need  to  maintain  the  block  grant  for  hard-core 
drug  abusers,  and  that  was  mentioned  by  Lee  Brown  and  the  ad- 
ministration in  their  interim  drug  strategy  report,  that  they  want- 
ed to  target  treatment  to  hard-core  drug  users,  but  unfortunately 
this  proposal  will  work  against  that. 

While  they  have  said  that  as  much  as  65  percent  of  the  people 
who  are  treated  under  the  block  grant  will  be  helped  by  this  health 
insurance  coverage,  our  estimate  is  that  only  a  very  small  percent- 
age of  the  people  that  we  actually  treat  with  the  funds  of  the  block 
grant  will  be  covered  under  the  national  health  program. 

You  can  ask,  well,  then,  where  do  you  get  the  money  from?  And 
I  know  the  institutional  and  political  problems,  having  served  for 
more  than  10  years  in  this  House,  and  I  respect  it  deeply,  and  I 
know  some  of  your  problems.  But  the  simple  fact  of  the  matter  is, 
we  are  spending  a  $1.1  billion  in  the  Pentagon  to  try  to  stop  drugs 
coming  into  the  country;  we  are  spending  $1.5  billion  today  fighting 
drug  production  in  the  Andes,  and  that  doesn't  even  count  the 
Coast  Guard  and  Customs  Service  who  are  spending  probably  an- 
other billion  dollars,  and  it  is  making  no  impact  on  either  the  avail- 
ability or  the  price  of  drugs  in  New  York.  Even  Attorney  General 
Reno  has  acknowledged  that  that  effort  is  not  working.  So  if  we 
could  take  the  money  out  of  the  interdiction,  even  a  billion  dollars, 
we  could  double  our  treatment  capacity. 

Thank  you  very  much,  Mr.  Chairman. 

[Testimony  resumes  on  p.  218.] 

[The  prepared  statement  of  Mr.  Lundine  follows:] 
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TESTIMONY  OF  LT.  GOV  STAN  LUNDINE 
STATE  OF  NEW  YORK 

BEFORE 

HOUSE  ENERGY  AND  COMMERCE  COMMITTEE 
SUBCOMMITTEE  ON  HEALTH  AND  THE  ENVIRONMENT 

DECEMBER  8,   199 J 


Thank  you  for  the  opportunity  to  present  testimony  on  the 
implications  of  health  care  reform  for  New  York's  substance  abuse 
system. 

Putting  New  York's  Drug  Treatment  System  in  Perspective 

In  1989,  Governor  Cuomo  established  the  Anti-Drug  Abuse  Council 
to  develop  a  strategy  to  fight  drug  abuse  in  New  York  state.  I 
chair  that  council.     At  that  time  we  were  facing  an  unprecedented 
national  drug  crisis. 

Today,  almost  four  years  later,  we  still  face  a  crisis.     In  fact, 
recent  statistics  show  that,  after  a  period  of  some  success, 
heroin  and  cocaine  abuse  are  rising  again.     The  1993  National 
Drug  Control  Strategy  Report  indicates  that  the  number  of  drug- 
related  deaths  and  medical  emergencies  was  higher  in  1992  than  at 
any  time  since  we  started  collecting  this  information. 

In  New  York  we  estimate  that  nearly  900,000  New  Yorkers  use 
illegal  drugs  regularly,  and  more  than  1.5  million  abuse  alcohol. 

New  York  has  done  more  than  any  other  state  to  address  the 
problems  associated  with  drug  and  alcohol  abuse.     Today  New  York 
has  the  largest  drug  and  alcohol  treatment  system  in  the  country. 
We  treat  more  than  100,000  people  daily  —  20,000  more  each  day 
than  we  were  treating  in  1989. 


209 


But  despite  the  size  and  cost  of  our  system  there  are  many  hard- 
core drug  users  we  haven't  reached.     Of  course,  New  York  is  not 
unique  in  this  respect.     Nationally  we  estimate  that  2-3  million 
Americans  need  drug  or  alcohol  treatment  and  aren't  getting  it. 

This  year  New  York  will  spend  over  $22  billion  in  Medicaid  funds. 
Drug  and  alcohol  abuse  are  part  of  the  explanation  of  our  costly 
program. 

The  American  Medical  Association  reports  that  25  to  40  percent  of 
all  hospitalizations  are  direct  result  of  sxibstance  abuse  related 
illnesses.     Similarly,  a  recent  report  by  the  Center  for  Alcohol 
and  Substance  Abuse  found  that  $1  out  of  every  $5  spent  by 
Medicaid  nationally  is  attributable  to  addictions. 

Without  a  strong  national  commitment  to  fight  addictions,  states 
like  New  York  will  continue  to  face  a  disproportionate  burden. 
For  example,  we  estimate  that  today  New  York  has  at  least  half 
the  nation's  heroin  abusers.     As  a  direct  result  of  drug  abuse  we 
also  face  higher  incidence  of  other  health  problems;  for 
example.  New  York  has  more  than  20  percent  of  the  nation's  AIDS 
cases,  and  is  the  epicenter  of  the  tuberculosis  outbreak.  New 
York  has  over  16%  of  the  TB  cases  nationally. 

Today  I  want  to  focus  specifically  on  the  implications  of  the 
President's  plan  for  New  York's  drug  and  alcohol  treatment 
system. 

The  President  has  taken  an  important  step  forward  by  including 
substance  abuse  benefits  in  his  health  care  reform  plan. 
Recognizing  drug  and  alcohol  abuse  as  one  of  our  nation's  top 
public  health  problems  is  crucial  to  controlling  our  health  care 
costs. 

However,  while  his  proposal  will  mean  a  genuine  expansion  of 
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treatment  for  some  Americans,   it  may  well  reduce  the  quality  and 
level  of  treatment  available  for  those  with  the  most  serious  and 
chronic  addictions.     The  plan's  limits  on  lengths  of  stay  and 
number  of  outpatient  visits,  high  cost  sharing  requirements,  and 
strict  utilization  review  standards  mean  that  those  people  who 
are  most  in  need  of  treatment  —  and  impose  the  highest  costs  on 
society  when  they  are  not  treated  —  will  not  be  getting  the  care 
they  need. 

At  the  same  time,  by  cutting  back  the  Federal  Substance  Abuse 
Block  Grant  to  offset  the  costs  of  reform,  the  plan  risks 
eliminating  even  the  limited  safety  net  that  now  exists  for  this 
population.     This  could  spell  a  human  and  financial  disaster  for 
New  York  and  the  entire  nation. 

Drug  and  alcohol  abuse,  AIDS,  TB  -  -  these  are  crises  affecting 
us  all.     Some  states,  like  New  York,  however,  bear  a 
disproportionate  burden  in  confronting  these  crises.  The 
Medicaid  program  does  not  adequately  recognize  the  unequal 
burdens  facing  states  because  of  our  disproportionate  share  of 
these  cases.     The  distribution  of  Medicaid  funds  has  not  been 
revised  to  address  the  new  population  it  serves.     Federal  funds 
should  be  distributed  on  the  basis  of  not  only  a  state's  ability 
to  pay,  but  the  need  and  cost  of  care  for  special  populations. 

Need  :for  More  Comprehensive  Coverage 

The  siibstance  abuse  benefit  in  the  current  legislation  provides  a 
maximum  of  30  days  of  residential  care  and  120  outpatient 
counseling  visits. 

This  plan  may  be  appropriate  for  people  like  you  and  me  —  people 
who  are  employed,  who  have  a  home,  who  have  a  fairly  stable 
family  or  support  system,  and  whose  addiction  was  diagnosed  early 
on. 
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However,  the  plan  is  completely  inadequate  to  address  the  needs 
of  people  who  have  long-term  chronic  addictions  —  the  so-called 
"hard-core"  drug  users.    This  is  the  very  same  population  the 
Administration  promised  to  target  for  drug  treatment  in  the 
recently  published  Interim  Drug  Strategy  Report.    As  that  report 
points  out,  hard-core  users  fuel  the  demand  for  drugs  and  impose 
the  greatest  costs  on  our  health  and  social  services  systems. 

But  almost  all  hard-core  users  —  especially  those  who  are 
pregnant  addicted  women,  women  with  children,  the  homeless,  or 
adolescents  —  need  more  than  30  days  of  inpatient  or  residential 
care.     For  people  without  stable  homes  and  jobs  to  return  to, 
long  term  residential  care  ranging  from  six  to  18  months  is  often 
the  only  appropriate  solution. 

Need  to  Maintain  the  Block  Grant 

New  York  now  pays  for  treatment  through  a  combination  of  state 
and  local  funds,  and  $90  million  annually  from  the  Federal 
Substance  Abuse  Block  Grant. 

We  are  concerned  that  the  Administration,  based  on  the  more 
generous  benefits  initially  proposed,  has  estimated  that  as  much 
as  65%  of  the  treatment  dollars  in  the  Block  Grant  and  other 
categorical  programs  would  be  offset  by  the  new  health  care  plan. 

However,  we  believe  that  the  Block  Grant  and  the  benefits  in  the 
health  care  plan  address  very  different  populations.    The  Block 
Grant  pays  for  services  for  chronically  addicted  people,  while 
the  health  care  plan  will  serve  those  who  can  be  helped  with  much 
more  limited  treatment.    As  a  result,  only  a  very  small 
percentage  of  the  services  that  the  Block  Grant  now  provides  will 
be  offset  by  the  new  health  plan. 
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If  the  Block  Grant  is  not  maintained  at  its  current  funding 
level,  states  will  quickly  find  themselves  forced  either  to  pay 
for  services  for  those  who  have  exhausted  their  new  health 
benefits,  or  to  cut  services,  turning  away  more  addicts  who  are 
looking  for  help. 

Because  many  addicts  may  only  be  eligible  for  limited  treatment 
under  this  plan,  they  may  also  lose  eligibility  for  other  social 
service  programs,  such  as  food  stamps,  Supplemental  Security 
Income,  etc.     For  example,  we  estimate  that  New  York  stands  to 
lose  portions  of  the  $40  million  we  now  receive  in  the  Federal 
share  of  Medicaid  for  SSI  and  AFDC  clients  in  drug  or  alcohol 
treatment,  and  the  $11.5  million  in  food  stamps.  Supplemental 
Security  Income,  Medicare,  school  lunch  and  Bureau  of  Prisons 
funding  our  treatment  system  receives.     If  many  addicts  are  no 
longer  eligible  for  federal  aid.  New  York  will  not  be  able  to 
guarantee  them  these  crucial  services. 

The  bottom  line  for  New  York  is  that  the  Federal  Substance  Abuse 
Block  Grant  must  not  be  used  to  offset  the  costs  of  reform  until 
a  truly  comprehensive  benefit  —  without  arbitrary  day  limits  or 
caps  —  has  been  phased  in.  The  truth  is  that  the  Block  Grant 
should  be  increased  if  we  put  a  priority  on  fighting  drug  abuse. 
At  a  minimum  it  should  be  maintained  at  its  current  level. 

If  we  make  the  mistake  of  eliminating  the  existing  safety  net 
without  putting  in  place  a  real  alternative,  we  can  expect 
dramatic  increases  in  violence,  homelessness  and  demands  for 
federal  and  state  spending  for  criminal  justice,  foster  care,  and 
social  services. 

Need  to  Transfer  Interdiction  Funds  to  Treatment 

We  understand  that  mental  health  and  substance  abuse  treatment 
services  are  expensive,  and  that  it  is  crucial  to  keep  down  the 
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cost  of  the  total  benefit  package.    There  is,  however,  an 
alternative  source  of  funding  for  treatment. 

This  year,  the  Pentagon  will  spend  $1.1  billion  to  stop  the  flow 
of  drugs  into  America.    The  Coast  Guard  and  Customs  Service  spend 
another  billion.    And  we've  spent  $1.5  billion  to  date  fighting 
drug  production  in  the  Andes. 

There  is  widespread  agreement  —  among  academics,  members  of 
Congress,  the  press,  and  urban  police  departments  across  the 
country  —  that  these  programs  are  not  working.    GAO  studies  have 
shown  for  years  that  interdiction  efforts  have  had  virtually  no 
impact  on  the  price  or  availability  of  drugs  on  our  streets. 
Even  if  we  were  wildly  successful,  only  a  small  percentage  of 
drug  smugglers  would  be  intercepted.     In  fact,  we  would  have  to 
multiply  our  efforts  a  hundred  times  before  we  would  have  any 
significant  effect  on  the  supply  of  drugs  in  this  country. 
Attorney  General  Reno  has  acknowledged  this  publicly. 

I  realize  that  there  are  institutional  barriers  to  changing 
federal  policy  in  this  regard.    There  are  many  reasons  — 
including  conflicting  committee  jurisdictions  in  Congress  —  that 
make  a  transfer  of  funds  difficult.    Our  current  policy  is 
dictated  by  politics,  not  sound  policy. 

The  fact  remains  that  if  we  were  to  step  back  and  examine  how 
best  to  spend  scarce  resources,  we  would  conclude  that  we  should 
move  at  least  $1  billion  of  the  money  we're  now  spending  on 
interdiction  to  drug  treatment  and  prevention  programs  that  work. 
Transferring  $1  billion  would  double  the  funds  available  for  drug 
treatment  through  the  Block  Grant. 

Need  to  Separate  Mental  Health  and  Substance  Abuse  Coverage 
I  would  like  to  share  a  few  specific  concerns  about  how  the 
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substance  abuse  benefit  is  structured  in  the  Administration's 
plan. 

The  plan  combines  the  coverage  for  substance  abuse  and  mental 
health  services.     For  every  day  a  patient  is  in  the  hospital  for 
mental  illness,  he  or  she  is  entitled  to  one  less  hospital  day 
for  substance  abuse  seirvices  should  that  be  necessary.     This  is 
like  saying  a  man  with  lung  cancer  cannot  get  hospital  care  this 
year  because  he  has  already  been  hospitalized  for  heart  disease. 

No  other  services  in  the  plan  are  combined  this  way  —  for  good 
reason.     While  sometimes  overlapping,  mental  health  and  substance 
abuse  are  different  medical  problems.     This  arrangement  does  not 
acknowledge  that  someone  may  have  one  problem  without  the  other, 
and  is  entirely  inadequate  for  those  who  suffer  from  both. 

This  benefit  guarantees  that  those  who  are  both  mentally  ill  and 
addicted  to  drugs  will  not  get  the  care  they  need.     In  absolute 
terms  there  are  not  many  individuals  in  this  category,  although 
we  believe  the  numbers  are  growing.     But  if  you  read  the 
newspapers  you  know  that  these  are  the  people  who  often  present 
the  most  serious  danger  to  themselves  and  to  society.     They  are 
also  the  most  difficult  to  get  into  treatment  in  the  first  place. 
This  is  the  population  for  which  we  can  least  afford  to  cut 
treatment . 

I  night  add  that  as  treatment  for  substance  abuse  costs  far  less 
than  treatment  for  mental  illness,  the  clear  effect  of  merging 
the  benefits  will  be  to  divert  funds  from  drug  and  alcohol 
treatment  to  pay  for  mental  health  services.     Separating  these 
benefits  and  costing  them  out  independently  would  make  better 
medical  sense  and  protect  those  with  the  most  serious  and 
overlapping  problems. 

Need  to  Reduce  Cost  Sharing  Requirements 
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The  Administration  plan  includes  high  copayments  and  deductibles 
for  substance  abuse  services.    Even  patients  who  choose  a  health 
plan  with  "low"  cost  sharing  will  pay  $10  per  outpatient  visit, 
and  $25  per  visit  for  family  services  or  intensive  non- 
residential care  that  goes  beyond  60  days.      Patients  who  do  not 
choose  the  "low"  cost  sharing  plan  will  have  much  higher 
copayments  and  deductibles. 

To  make  the  situation  worse,  no  expenses  that  patients  pay  for 
outpatient  counseling  or  intensive  non-residential  care  will  be 
counted  toward  the  annual  out-of-pocket  limit.    This  is  true 
despite  the  fact  that  every  other  type  of  health  service  covered 
bv  the  Plan  will  count  toward  the  limit. 

Imposing  cost-sharing  requirements  on  people  simply  raises  a 
senseless  barrier  to  treatment.    Addicts  tend  to  deny  that  they 
need  help,  and  research  shows  that  any  additional  disincentives 
to  seek  care,  especially  those  imposed  at  the  start  of  treatment 
(such  as  the  deductibles  in  the  high  cost  sharing  plan)  will 
reduce  the  numbers  of  people  seeking  treatment. 

To  encourage  treatment,  the  plan  should  treat  substance  abuse 
service  as  it  does  preventive  office  visits,  which  do  not  require 
anv  copayments. 

Need  for  Reseeurch  and  Standards  to  Guaremtee  Appropriate  Care 

The  Administration's  plan  integrates  substance  abuse  services 
with  other  health  care  .services.    That's  the  right  thing  to  do. 
But  there  are  also  dangers,  especially  as  we  move  toward  a  world 
of  managed  care. 

The  Administration's  plan  places  critical  decisions  about  the 
level  and  type  of  care  a  patient  would  receive  in  the  hands  of 
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health  plans.     This  is  not  unique  to  substance  abuse.  However, 
for  other  specialized  care,  such  as  home  health  care  or 
occupational  therapy,  the  President's  plan  designates  the 
provider,  not  the  health  plan,  as  the  key  decision-maker. 

The  reality  is  that  many  managed  care  plans  still  have  little 
experience  or  expertise  with  addicted  patients.     In  New  York  we 
have  experienced  significant  difficulty  developing  a  plan  to 
assure  that  the  needs  of  substance  abusing  Medicaid  patients  will 
be  met  in  our  Medicaid  managed  care  program.     I  am  convinced  that 
we  will,  in  the  end,  succeed.     Nevertheless,  our  experience  shows 
that  a  number  of  steps  may  be  required  to  guarantee  that  care  is 
not  denied  inappropriately.     These  measures  include  rigorous 
quality  assurance,  and  licensing  or  credentialing  standards  for 
providers  and  utilization  review  agents. 

In  addition,  more  research  is  required  to  develop  reliable 
clinical  tools  to  assess  appropriate  levels  of  treatment  for 
different  types  of  patients  and  to  design  outcome  measures  that 
we  can  use  to  evaluate  success.      While  there  is  much  federally 
funded  research  on  substance  abuse  underway,  we  must  do  a  much 
better  job  of  redirecting  our  research  efforts  to  guarantee  that 
the  results  can  be  translated  into  tangible  improvements  in 
treatment . 

Conclusion 

The  President  and  Mrs.  Clinton  have  taken  a  historic  step  in 
proposing  a  comprehensive  health  care  reform  plan  to  guarantee 
all  Americans  health  insurance.     They  have  also  recognized  that 
to  improve  public  health  and  security,  mental  health  and 
substance  abuse  must  be  included  in  this  plan. 

We  need  to  take  this  commitment  one  step  further  and  acknowledge 
that  without  more  generous  substance  abuse  treatment  benefit,  we 
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will  not  be  able  to  reach  hard  core  drug  users  with  this  plan. 

There  is  no  question  that  expanding  substance  abuse  treatment 
services  will  increase  the  cost  of  the  health  benefit  package 
somewhat.     But  the  costs  of  not  treating  addicts  —  particularly 
in  increased  violence  and  crime  —  are  much  higher  than  the  cost 
of  treatment. 

Just  last  month,  Congress  acted  on  a  $22  billion  crime  package. 
I  was  pleased  to  see  that  drug  treatment  for  people  in  prison  was 
included  in  that  package.     But  we  must  reach  addicts  and  treat 
them  before  they  commit  crimes. 

Today  Congress  has  an  opportunity  to  improve  on  the 
Administration's  plan  and  take  the  next  important  steps.  With 
your  help,  we  can  guarantee  that: 

the  benefits  for  substance  abuse  and  mental  health  will  be 
comprehensive  and  will  meet  the  needs  of  hard  core  drug  and 
alcohol  abusers; 

we  maintain  the  Federal  Substance  Abuse  Block  Grant  at  its 
current  level  until  we  can  evaluate  the  impact  of  reform; 

we  transfer  at  least  $1  billion  of  the  funds  we  are  not 
spending  wisely  in  interdiction  to  drug  treatment  and 
prevention  programs; 

we  restructure  the  benefit  for  mental  health  and  substance 
abuse  to:  separate  mental  health  from  substance  abuse 
coverage,  reduce  cost  sharing  requirements,  and  assure  that 
strict  utilization  review  standards  don't  prevent 
appropriate  care. 


Thank  you. 
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Mr.  Waxman.  Thank  you  very  much,  Mr.  Lundine. 

Ms.  Crowell.  j 

STATEMENT  OF  BECCA  CROWELL 

Ms.  Crowell.  I  am  the  director  of  Nexus,  Inc.,  which  is  a  com- 
munity-based treatment  program  located  in  Dallas,  Tex.  We  serve  i 
the  clients  you  all  have  been  referring  to  this  morning,  the  hard-  1 
core  addict,  indigent  female  drug  addicts.  We  have  over  100  resi-  i 
dential  beds  for  single  adult  women,  women  with  their  young  chil- 
dren, and  more  recently  for  pregnant  women  and  their  drug-ex- 
posed infants.  We  served  514  clients  last  year  and  over  6,000  cli-  j 
ents,  all  women,  in  our  history.  ! 

Nexus  treats  clients  for  an  average  of  about  $64  a  day.  Before 
I  came  to  Nexus,  I  worked  in  private  for-profit  hospitals  managing 
drug  treatment  units  where  we  treated  patients  for  about  upwards 
of  $1,000  a  day.  Aside  from  the  occasionally  medically  or  psychiat- 
rically  complicated  patient  who  really  needs  hospital  care,  those  pa-  j 
tients  did  not  get  significantly  better  or  different  care  for  $1,000  a 
day  than  our  current  clients  at  Nexus  receive  for  $64  a  day  in  resi- 
dential treatment. 

There  are  many  positive  aspects  to  the  substance  abuse  benefit 
that  is  being  proposed  right  now  in  the  American  Health  Security 
Act.  The  inclusion  of  drug  and  alcohol  treatment  in  the  standard 
benefit  package  is  great,  it  is  a  milestone  in  and  of  itself,  and  rec- 
ognition of  the  need  to  continue  community-based  delivery  systems 
is  important  to  continue  with  programs  like  Nexus  that  are  estab- 
lished and  are  working  because  we  have  achieved  easy  accessibility 
and  good  results,  results  that  aren't  often  achieved  in  more  expen- 
sive systems.  We  have  also  developed  a  model  of  treatment  that  I 
think  better  addresses  hard-core  addicts;  it  includes  life  skills 
training. 

The  administration  should  be  applauded  for  its  vision  relating  to 
women's  programs  and  programs  for  pregnant  addicts  and  their 
children.  However,  I  am  concerned  about  a  few  things  in  the  sub- 
stance abuse  benefit,  many  of  which  have  already  been  mentioned. 
By  far  the  most  alarming  aspect  to  a  provider  like  me  who  treats 
clients  for  6  months  to  a  year  is  this  proposed  limit  of  30  days  of 
residential  treatment  per  episode. 

I  know  from  my  experience  of  working  with  several  thousand 
drug  addicts  in  both  short  and  long-term  settings  and  in  hospital 
outpatient  and  residential  settings,  that  30  days  of  treatment  is  not 
enough  to  make  a  difference  in  clients  who  have  lifetime  patterns 
of  substance  abuse  and  multiple  problems. 

For  a  32-year-old  white  or  African  American  woman  with  an 
11th  grade  education,  a  poor  work  history,  children,  an  income  of 
$4,500  a  year,  no  husband,  and  cocaine  as  a  drug  of  choice,  30  days 
of  treatment  is  simply  not  enough,  and  the  woman  that  I  just  de- 
scribed to  you  is  a  profile  of  a  typical  client  at  Nexus.  In  the  first 
30  days  of  treatment,  she  is  still  struggling  with  her  own  denial 
about  needing  treatment,  is  resistant  to  everj^hing  we  are  trying 
to  do,  and  is  still  wanting  to  do  treatment  her  way. 

In  the  first  month,  what  we  hope  to  accomplish  is  to  help  her  be- 
come clear  thinking,  get  some  commitment  to  treatment,  and  begin 
the  process  of  exposing  her  to  education,  support,  and  a  12-step 
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program  of  Alcoholics  Anonymous  or  Narcotics  Anonymous,  and 
she  and  her  children  begin  a  routine  that  includes  predictable  daily 
schedules,  family  rituals,  nutritious  meals,  many  of  those  other 
things  beyond  the  core  focus  of  drug  treatment  that  are  usually  ab- 
sent before  they  enter  treatment. 

We  don't  expect  in  30  days  to  overcome  the  effects  of  poverty  and 
unemployment,  physical  and  sexual  abuse,  poor  nutrition,  and  drug 
dependence  that  we  see  in  most  of  our  clients.  They  typically  come 
together  as  a  package  when  you  are  dealing  with  low-income,  long- 
time drug  abusers. 

Over  the  next  several  months  to  a  year,  this  client  will  develop 
and  practice  a  recovery  program,  attend  parenting  classes,  partici- 
pate in  vocational  training,  carry  out  a  job  search,  and  in  her  final 
phase  of  treatment  actually  work  and  save  money  before 
transitioning  out  into  independent  living. 

I  think  the  model  that  we  are  developing  is  the  model  that  is 
really  going  to  work  for  hard-core,  long-time  addicts.  To  effect  last- 
ing change  in  a  year  is  a  challenge  in  and  of  itself,  but  to  do  so 
in  30  days  is  impossible. 

The  model  that  I  have  described  to  you  is  largely  publicly  funded. 
We  are  supported  now  primarily  by  Federal  block  grant  funds  that 
come  to  the  State  and  then  on  to  agencies  like  Nexus.  We  have  also 
recently  received  a  direct  Federal  grant  from  the  Centers  of  Sub- 
stance Abuse  Treatment  to  open  the  perinatal  treatment  program. 

So  I  have  concerns  that  those  funds  will  disappear,  that  there 
won't  be  Federal  block  grant  funds,  categorical  ^ant  funding,  be- 
cause we  will  feel  like  we  have  addressed  the  problem  by  having 
the  30  days  of  treatment  in  the  basic  package.  They  are  two  dif- 
ferent things  and  two  different  needs,  and,  as  he  said,  30  days 
might  be  sufficient  for  me — ^you  know,  for  a  particular  group — ^but 
not  for  the  clients  that  we  see  every  day  and  that  we  work  with 
for  6  months  before  impacting  significant  change. 

[The  prepared  statement  of  Ms.  Crowell  follows:] 
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STATEMENT     OF     BECCA  CROWELL 


I .  Introduction 

Thank  you  for  the  opportunity  to  present  testimony  on  the  proposed 
substance  abuse  benefit  in  the  American  Health  Security  Act.  I  am 
the  director  of  Nexus,  Inc.  a  community-based  treatment  progreun 
located  in  Dallas,  Texas,  which  serves  indigent,  female,  drug 
addicts.  Nexus  has  over  a  hundred  long-term,  residential  beds  for 
single  adult  women,  women  with  their  young  children,  and  for 
pregnant  women  and  their  drug-exposed  infants.  We  also  offer 
outpatient  day  treatment  and  aftercare  treatment  for  all  clients. 
Nexus  served  514  clients  in  FY  1993  and  has  served  over  6,000  women 
in  our  history.  Most  clients  stay  at  Nexus  for  four  months  to  a 
year. 

Nexus  treats  clients  for  an  average  of  about  $64  per  day.  Before 
coming  to  Nexus  3  and  1/2  years  ago  I  spent  several  years  managing 
for-profit  drug  treatment  programs  within  general  hospitals.  There 
we  treated  patients  for  about  $1,000  per  day.  Aside  from  the 
occasional  medically  or  psychiatrical ly  complicated  patient  who 
needed  hospital  care,  those  patients  did  not  get  significantly 
better  or  different  care  for  $1,000 /day  than  current  residents  at 
Nexus  get  for  $64 /day.  In  fact,  the  overall  impact  of  treatment 
was  often  diminished  because  their  substance  abuse  benefit  was 
exhausted  in  a  short  period,  resulting  in  a  short  length  of  stay. 
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II.     Comments  on  Substance  Abuse  Coverage  in  the  American  Health 
Security  Act. 
A.  Strengths 

There  are  many  positive  aspects  to  the  substance  abuse  benefit 
in  the  American  Health  Security  Act. 

1)  The  inclusion  of  drug  and  alcohol  treatment  in 
the  standard  benefit  package  is  a  significant 
milestone  in  itself. 

2)  Recognition  of  the  need  to  continue  community 
based  delivery  systems  is  important,  not  only 
because  it  is  a  cost-effective  way  to  provide 
treatment  but  because  community  programs  have 
achieved  easy  accessability  and  results  not  often 
achieved  by  HMO's,  managed  care  and  hospitals. 
They  have  also  developed  more  comprehensive 
models  of  treatment  that  include  life  skills 
training. 

3)  The  administration  should  be  applauded  for  its 
vision  relating  to  specialized  women's  treatment 
programs  and  programs  for  pregnant  addicts  and 
their  children.  These  are  humane  proposals  but 
also  cost-saving  proposals. 
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B .  Concerns 

However,  I  am  concerned  that  the  substance  abuse  benefit,  as 
currently  proposed,  will  not  achieve  the  success  that  could  be 
possible,  or  the  savings,  due  to  several  problems  in  its 
current  structure. 

1)     Residential  Treatment  Limits 

By  far  the  most  alarming  aspect  of  the  current 
proposal  is  the  limit  of  30  days  of  hospital  or 
residential  treatment  per  episode  and  a  60  day  limit 
per  year.  Though  this  may  be  an  appropriate  limit 
for  hospital  treatment,  clients  with  severe  addiction 
problems  need  longer  stays.  I  know  from  the 
experience  of  working  with  several  thousand  drug 
addicts  in  short  and  long  term  settings  that  30  days 
of  treatment  is  not  enough  to  really  make  a 
difference  in  lifetime  patterns.  For  a  32  year  old 
white  or  African-American  woman  with  an  11th  grade 
education,  two  kids,  an  income  of  $4,500/year,  no 
husband  and  cocaine  as  a  drug  of  choice,  30  days  of 
treatment  is  simply  not  enough. 

The  woman  I  just  described  to  you  is  the  profile  of 
an  adult  client  at  Nexus.  In  the  first  30  days  of 
treatment  she  is  still  struggling  with  her  own  denial 
about  needing  treatment,  is  resistant  to  the  rules 
and  structure  that  we  require  and  still  wants  to  do 
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treatment  "her  way".  In  the  first  month  we  expect  to 
help  her  become  clear-thinking,  become  committed  to 
treatment,  expose  her  to  education,  support  from 
her  peers  and  the  staff,  and  to  the  12-step  program 
of  alcoholics.  She  and  her  children  begin  a  routine 
that  includes  predictable  daily  schedules, 
nutritous  meals,  and  family  rituals  -  things  which 
are  usually  absent  before  entering  treatment. 

We  certainly  don't  expect  in  30  days  to  overcome  the 
effects  of  poverty,  unemployment,  physical  and  sexual 
abuse,   poor  nutrition  and  drug  dependence  that  so 
often  come  together.    Over  the  next  several  months  to 
a  year  the  women  develop  and  practice  a  recovery 
program,  attend  parenting  classes,  participate  in 
vocational  training,  carry  out  a  job  search  and 
finally  work  and  save  money  while  still  living  at 
Nexus . 

I  believe  that  we  are  developing  the  model  of 
treatment  that  really  works  for  hard-core,  long-time 
drug  abusing  women;  not  just  for  high-functioning, 
stable  alcoholics  and  addicts  in  early  phases  of 
dependency.  Nexus  effectively  changes  the  lives  of 
women  who  have  serious  drug  problems;  problems  often 
fueled  by  the  hopelessness  that  results  from  multiple 
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handicaps  such  as  poverty,  abuse,  welfare  dependence, 
and  legal  problems.     To  affect  lasting  change  in  a 
year   is   remarkable,    to  do    it   in   thirty  'days  is 
impossible. 
2)     Levels  of  Funding 

The  Nexus  model  that  I  have  described  to  you  is 
largely  publically  funded.  We  are  supported 
primarily  by  Federal  Block  Grant  Funds  which  are 
awarded  to  the  state  for  dissemination  to  community 
based  treatment  programs.  Nexus  also  recently 
received  a  direct  federal  grant  from  the  Center  for 
Substance  Abuse  Treatment  to  open  the  pregnant/ 
postpartum  program. 

While  the  Administration  has  stated  that  the 
publicly  funded  system  will  remain  in  place  for  the 
provision  of  care  not  covered  under  the  benefit 
package,  treatment  providers  are  concerned  about 
whether  sufficient  public  funds  will  actually  be 
available.  To  the  extent  that  a  comprehensive 
substance  abuse  treatment  benefit  is  not  included  in 
the  plan  it  is  imperitive  that  current  federal  block 
grant  and  categorical  grant  programs  be  retained  and 
that  states  be  required  to  maintain  their  funding 
levels  for  drug/alcohol  treatment. 
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3)  Disincentives 

We  are  also  concerned  that  the  accessibility  we  have 
worked   so   hard    to   achieve;    which    is    in    fact  a 
hallmark  of  community-based  programs,  will  be 
impacted  by  measures  designed  to  discourage  usage. 
Co-payments,   utilization  review  and  length  of  stay 
limits  may  make  sense  as  a  way  of  limiting 
unnecessary  usage  of  the  mental  health  benefit. 
It  does  not  make  sense  when  applied  to  chemical 
dependency. . .    a   disease  whose   primary   symptom  is 
denial  and  where  underutilization  is  more  of  a 
problem  than  overutilization.    It  does  not  make  sense 
when  treatment  of  the  problem  saves  lives  and  dollars 
related   to   AIDS,    fetal   alcohol    syndrome,  infant 
complications  resulting  from  drug  exposure, 
cirrhosis,  and  other  medical  conditions  related 
to   substance  abuse;   not  to  mention  accidents  and 
violence  related  to  drugs  and  alcohol. 

C .  Consec[uences 

Multiple   studies   document   that   the   costs   of  not 
treating  drug  and  alcohol  problems  are  much  higher 
than  the  cost  of  treating  them  comprehensively. 
By  not  providing  relatively  inexpensive  treatment  to 
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addicted  mothers  today  we  assure  their  need  for  more 
expensive  services  later,  for  themselves  and  their 
children. 
III.  Recommendations 

As  someone  who  has  devoted  my  professional  career  to  treating 
alcohol  and  drug  addicts  in  both  profit  and  not-for  profit 
settings,  in  hospitals,  residential  and  outpatient  settings,  I 
strongly  recommend  the  following: 

1)  providing  a  wholly  separate,  comprehensive, 
drug/alcohol  treatment  benefit  which  offers  a 
continuum  of  care,  including  long-term  residential 
treatment. 

2)  supporting  community-based  treatment 
providers     and     identifying    us     as  essential 
providers . 

3)  preserving  Federal  and  State  funds  to  whatever 
extent  is  needed  to  supplement  the  treatment 
covered  in  the  standard  package. 

4)  eliminating  disincentives  to  accessing  drug 
treatment,  since  we  know  that  money  saved  on  drug 
treatment  will  be  spent  many-fold  in  other  parts 
of  the  medical  and  social  service  systems. 

Thank  you  for  considering  my  views.  I  believe  they  are 
representative  of  the  views  of  other  providers  of  residential 
substance  abuse  treatment.  I  am  happy  to  be  available  as  a 
resource  to  you  as  Congress  continues  to  define  health  care  reform. 
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Mr.  Waxman.  Thank  you  very  much,  Ms.  Crowell.  We  appreciate 
your  testimony. 
Ms.  Howell. 

STATEMENT  OF  VALERIE  HOWELL 

Ms.  Howell.  Yes.  I  am  a  34-year-old  mother  who  is  a  recovering 
alcoholic  and  drug  addict.  Each  day  that  I  look  in  the  mirror,  I  still 
see  the  person  that  abused  drugs  and  alcohol  for  more  than  18 
years.  But  because  I  had  a  desire  to  stop  and  was  accepted  into 
Nexus,  a  treatment  facility  for  women  and  children,  I  know  that  I 
am  not  the  same  person  inside  today. 

In  1990,  I  admitted  myself  into  an  institution  for  major  depres- 
sion for  60  days,  and  my  2-year-old  child  stayed  with  relatives,  and 
while  I  was  in  treatment,  my  son,  Keaton,  started  regressing  back 
to  bed  wetting  and  baby  tallang,  and  to  this  day  he  has  not  spoken 
the  same  since.  It  really  scares  me  to  think  about  what  happened 
to  him  while  I  was  in  the  hospital  those  60  days,  or  was  he  just 
afraid  that  I  wasn't  coming  back  again? 

While  I  was  at  the  hospital,  it  was  suggested  that  I  needed  alco- 
hol and  drug  abuse  treatment,  but  I  was  too  afraid  to  go,  and  I  was 
also  concerned  about  who  would  take  care  of  my  child.  The  coun- 
selor told  me  about  Nexus,  a  place  where  I  could  get  the  help  that 
I  needed  and  that  I  could  take  my  son,  Keaton,  with  me. 

When  we  got  to  Nexus  in  September  of  1992,  we  were  lost  and 
I  couldn't  see  any  way  that  I  could  be  rehabilitated.  I  was  so  used 
to  the  life-style  of  using,  cunning,  manipulation,  that  I  thought 
that  we  were  a  hopeless  case. 

Cocaine  and  marijuana  are  my  drugs  of  choice,  but  there  is  not 
a  drug  that  I  haven't  done  in  any  way  that  it  can  be  done,  and  I 
did  anything  to  get  it.  I  had  no  parenting  skills,  low  self-esteem, 
no  identity,  no  self-respect,  and  not  a  clue  of  what  a  family  was 
like  or  what  it  was  supposed  to  be  like. 

My  son  was  a  4-year-old  angry,  scared,  and  abused  little  boy 
whose  speech  was  diagnosed  at  the  level  of  a  2y2-year-old.  He  had 
never  been  around  very  many  children  and  had  seen  some  things 
adults  never  see,  like  drugs,  sex,  me  being  abused  by  men,  several 
different  men,  and  he  had  been  cared  for  by  more  than  a  dozen  dif- 
ferent baby-sitters. 

During  the  13  months  that  we  stayed  in  Nexus,  our  lives  started 
to  change.  The  first  30  days,  my  mind  and  body  were  struggling 
just  to  become  adjusted  to  a  routine  schedule.  For  instance,  waking 
up  at  6:30  a.m.,  eating  at  scheduled  times,  attending  group  and  in- 
dividual therapy,  spending  quality  time  with  Keaton  and  reading 
him  a  bedtime  story  were  some  of  the  hardest  things  that  I  had 
to  do,  and  those  days  right  now  are  still  very  foggy  to  me,  those 
first  30  days. 

The  longer  we  stayed,  the  more  things  started  to  become  clearer 
for  me.  I  guess,  you  know,  the  drugs  were  coming  out  of  my  sys- 
tem, I  was  coming  to  my  senses  again,  and  I  started  learning  what 
it  was  going  to  take  for  me  to  become  drug  free.  I  created  a  recov- 
ery program  for  myself.  I  took  the  parenting  classes,  the  vocational 
training,  and  I  finally,  after  several  rejections,  got  a  job  while  I  was 
in  treatment. 
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My  son  and  I,  we  are  a  family  now,  and  we  continue  to  live  like 
we  learned  to  live  at  Nexus.  He  is  enrolled  in  school  in  speech  ther- 
apy, he  sees  a  counselor,  which  was  recommended  by  Nexus  at  the 
child  guidance  clinic,  for  his  anger  and  the  abuse  he  suffers  from, 
and  he  has  been  going  there  for  a  year  now.  He  also  has  a  Big 
Brother,  which  the  clinic  helped  us  get,  and  he  is  learning  to  learn 
to  trust  that  I  will  take  care  of  him  and  that  maybe  I  won't  go 
away  and  stay  for  days  like  I  used  to. 

I  haven't  used  drugs  since  July  26  of  1992,  and  I  live  one  day 
at  a  time.  I  have  also  turned  my  will  and  my  life  over  to  the  care 
of  a  power  greater  than  myself  whom  I  choose  to  call  Grod  today. 

I  thought  that  I  couldn't  have  women  friends  and  that  no  woman 
could  relate  to  me,  but  I  found  that  I  am  just  one  of  the  many 
women  that  suffer  from  this  disease  or  addiction. 

The  one  thing  that  we  all  have  in  common  is  that  we  have  a  de- 
sire to  stop  or  we  want  a  chance  to  learn  how  to  stop  using  and 
how  to  be  a  better  parent  and  to  go  back  into  this  world  full  of 
temptations  and  not  use  drugs  again. 

I  am  becoming  a  better  parent  because  of  the  6  months  of 
parenting  classes  and  parenting  skills  Nexus  taught  as  part  of  the 
treatment.  My  self  imagine  is  better.  I  still  have  the  same  job  that 
I  got  when  I  was  in  treatment  working  with  a  local  cosmetic  com- 
pany. I  am  in  group  therapy  on  a  weekly  basis,  and  I  participate 
in  the  aftercare  programs  offered  at  Nexus,  and  I  am  also  involved 
in  the  Nexus  Exes  alumni  group.  I  am  very  active  in  Narcotics  and 
Alcoholics  Anon3nnous,  and  I  am  also  in  the  incest  survivors  group 
held  at  the  treatment  facility. 

The  most  important  thing  that  I  got  from  treatment  was  the  op- 
portunity to  see  what  a  family  was  like.  We  were  given  the  chance 
to  experience  what  unconditional  love  really  is,  and  I  was  taught 
the  difference  between  discipline  and  punishment.  I  still  look  like 
that  same  person  today,  but  my  mind  has  new  messages  recorded 
in  the  past  13  months,  and  I  know  that  the  door  is  always  open 
for  me  at  home.  Nexus. 

Thank  you. 

Mr.  Waxman.  Thank  you  very  much,  Ms.  Howell.  I  think  it  prob- 
ably took  a  lot  of  courage  for  you  to  come  here  to  Washington  to 
tell  us  your  personal  story,  and  I  am  sure  your  son,  Keaton,  is  very 
proud  of  his  mother. 

You  were  at  Nexus,  and  looking  back  at  that  experience,  what 
would  have  been  the  effect  of  limiting  you  and  your  son's  stay  to 
the  30-day  residential  care  limit  proposed  in  the  President's  plan? 
Would  you  still  have  been  able  to  obtain  parenting  classes  and 
learn  the  skills  necessary  to  find  and  hold  a  job? 

Ms.  Howell.  I  don't  think  so,  because  the  first  30  days  my  body 
was  just  coming  off  the  drugs  and  I  was  scared,  and  it  wasn't  so 
much  that  I — did  have  a  drug  problem,  but  I  had  a  problem  with 
self  esteem,  about:  How  can  I  go  back?  Who  is  going  to  teach  me 
how  to  go  back  and  live  without  using  drugs?  It  took  some  time  for 
me  to  get  in  my  head  that  I  couldn't  go  around  those  same  people, 
places,  and  family  members  that  I  had  been  around  for  so  long. 

Mr.  Waxman.  Who  paid  for  your  care? 

Ms.  Howell.  I  have  no  idea.  It  was  provided  by  Nexus. 

Mr.  Waxman.  Ms.  Crowell,  who  paid  for  her  care? 
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Ms.  Crowell.  All  of  our  clients  are  screened  for  income  eligi- 
bility, and  if  they  are  at  or  below  one  and  a  half  times  the  poverty 
level,  they  do  not  pay  themselves.  The  State  of  Texas,  the  Texas 
Commission  on  Alcohol  and  Drug  Abuse,  is  where  most  of  our  fund- 
ing comes  from,  and  it  comes  to  them  from  the  Federal  block  grant. 

Mr.  Waxman.  Ms.  Crowell,  Nexus  appears  to  be  a  remarkable 
program.  Is  it  typical  of  a  community-based  treatment  program 
generally  available  to  pregnant  women  or  women  with  children? 

Ms.  Crowell.  There  aren^t  many  programs,  community-based 
treatment  programs,  for  pregnant  women  and  their  children.  When 
our  women  and  children's  program  was  funded,  it  was  the  second 
in  the  State  of  Texas,  and  a  brand  new  program  specifically  for 
pregnant  women  who  can  admit  during  their  stay  and  stay  with 
their  newborns  is  1  of  31  that  was  funded  by  CSAT  recently.  So 
we  may  be  typical  of  those  that  are  currently  being  funded,  but 
there  aren't  very  many  of  them.  So  no,  I  wouldn't  say  we  are  typi- 
cal. 

Mr.  Waxman.  And  if  you  had  to  operate  as  a  30-day  program  and 
continue  to  provide  effective  care  to  women  like  Ms.  Howell,  would 
you  be  able  to  do  it? 

Ms.  Crowell.  I  don't  think  so. 

Mr.  Waxman.  Now  does  this  mean,  Mr.  Lundine,  that  if  we  do 
have  this  benefit  under  the  President's  health  care  proposal,  that 
we  are  really  not  designing  a  program  to  meet  the  special  long- 
term  care  needs  of  the  hard-core  addict,  and  in  fact  you  indicated 
you  are  afraid  that  some  of  these  limitations  may  even  bar  access 
to  treatment,  so  that  if  we  do  have  what  the  President  is  proposing, 
we  have  to  expect  that  we  will  have  current  levels,  maybe  even  in- 
creased levels  of  Federal  and  State  funding  for  substance  abuse 
treatment  to  maintain  and  maybe  even  improve  what  we  are  doing 
now? 

Mr.  Lundine.  Let  me  make  it  clear  in  trying  to  meet  the  5- 
minute  rule  that  I  know  you  impose  on  yourselves  as  well — I  may 
not  have — ^the  benefit  provided  by  the  President  and  Mrs.  Clinton 
in  their  historic  presentation  is  salutary.  If  you  do  that  at  the  ex- 
pense of  programs  that  you  have  just  heard  about,  it  is  not  going 
to  address  the  problems  of  the  chronically  addicted. 

So  if  you  can  maintain  the  foundation  we  have  now,  maybe  even 
build  on  it  for  the  chronically  addicted,  and  provide  a  30-day  bene- 
fit that  would  be  more  applicable  to  the  kind  of  people  that  cur- 
rently have  health  insurance,  and  expand  that  to  people  who  don't 
have  health  insurance,  then  I  think  it  would  be  a  great  improve- 
ment. 

What  I  think  Congress  can  do  is  take  something  the  President 
has  proposed  that  is  a  little  bit  better  than  we  have  now  and  im- 
prove on  it.  What  I  think  Congress  must  do  is  not  cut  out  what  we 
nave  now  in  order  to  pay  for  a  system  that  would  treat  those  who 
are  less  needy. 

Mr.  Waxman.  I  think  that  is  an  excellent  point,  and  of  course 
what  you  are  saying  would  not  only  apply  to  Congress  but  to  the 
States,  because  the  States  contribute  an  enormous  amount  of 
money,  and  Ms.  Crowell  indicated  that  in  her  State,  Texas  is  put- 
ting in  a  lot  of  that  money  that  is  going  to  help  people  in  her  pro- 
gram. 
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Mr.  LuNDiNE.  Absolutely.  We  put  in  actually  more  State-funded 
resources  for  treatment  than  we  get  in  a  Federal  block  grant.  So 
we  more  than  match  the  Federal  contribution. 

Mr.  Waxman.  We  have  a  benefit  in  the  President's  proposal  that 
will  help  a  lot  of  people,  but  when  it  comes  to  the  hard-core  addicts, 
what  I  hear  all  of  you  saying  is  that  you  are  fearful  that  imposing 
arbitrary  limits  and  copayments  on  substance  abuse  treatment 
might  discourage  access  and  retention  in  treatment. 

Mr.  LUNDINE.  Exactly. 

Copayments  are  a  problem.  Just  imagine  yourself  an  addict,  com- 
ing in  asking  for  help,  and  then  they  want  $10  at  the  door  every 
time  you  come  in  the  door.  That  is  a  problem.  The  combining  cov- 
erage for  substance  abuse  and  mental  health  services  is  a  problem, 
and  the  30  days  is  a  problem. 

Mr.  Waxman.  Mr.  Kreidler. 

Mr.  Kreidler.  FU  pass. 

Mr.  Waxman.  Mr.  Brown. 

Mr.  Sherrod  Brown.  Thank  you,  Mr.  Chairman. 

Lieutenant  Grovemor  Lundine,  let  me  pursue  what  you  just  said. 
On  the  copayment,  is  there  any  way  to  do  a  sliding  copayment 
scale,  a  sliding  scale  for  copayments? 

Mr.  Lundine.  I  think  so. 

Mr.  Sherrod  Brown.  Obviously,  in  this  case  you  don't  want  a 
copayment.  When  do  copayments  kick  in?  At  what  income  levels? 
Do  we  make  those  decisions?  Do  States  make  those  decisions?  How 
should  we  do  that? 

Mr.  Lundine.  I  think  Congress  could  make  those  decisions.  I 
honestly  don't  have  a  recommendation.  I  can  tell  you,  there  are 
problems  that  we  can't  figure  out.  For  example,  we  have  40,000 
people  today  in  methadone  treatment.  Do  they  have  to  make  a 
copayment  every  day  of  the  year  when  they  come  in  for  methadone 
treatment?  We  don't  know  the  answer  to  that.  So  there  are  ques- 
tions that  need  to  be  straightened  out. 

I  have  no  problem,  for  people  that  could  afibrd  to  pay,  to  ask  for 
a  copayment.  What  I  have  a  problem  with  is,  the  typical  person 
that  is  served  by  a  program  like  Nexus  or  many  programs  in  New 
York — ^Phoenix  House,  for  example,  the  largest  drug  treatment 
therapeutic  community  in  the  country  in  California  and  New  York, 
could  not  provide  those  services  to  the  chronically  addicted,  to  the 
hard-core  drug  addict  if  you  are  going  to  require  a  copayment,  be- 
cause they  just  don't  have  the  money  and  because  they  are  not  mo- 
tivated. 

Mr.  Sherrod  Brown.  Ms.  Howell,  and  you,  Ms.  Crowell,  under- 
standing the  30-day  limit  is,  as  you  said,  Ms.  Crowell,  alarmingly 
low,  in  light  of  budgetary  limit,  there  should  be  some  limit.  Prob- 
ably I  think  this  institution  will  certainly  make  that  decision. 
Where  do  we  set  the  limit  using,  Ms.  Howell,  your  experiences,  and 
Ms.  Crowell,  your  observations  and  your  work  with  people  that  are 
addicted?  What  is  your  recommendation  there,  either  of  you? 

Ms.  Crowell.  We  have  four  different  residential  programs  for 
different  populations,  and  they  range  from  4  months  to  a  year,  and 
I  feel  like  each  is  effective.  The  longest  programs  are  where  more 
children  are  along  with  their  mothers,  because  then  you  are  treat- 
ing a  family  unit,  not  an  individual,  and  it  is  more  complicated. 
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I  think  I  could  live  with  4  months  or  6  months.  We  could  still — 
we  would  have  to  rearrange  our  program,  but  we  could  certainly 
try  to  accomplish  the  same  basic  things.  But  the  difference  between 
what  we  are  trying  to  do  in  4  months  to  a  year  and  trying  to  do 
it  in  30  days  would  be  impossible. 

Mr.  Sherrod  Brown.  Ms.  Howell,  would  you  be  here  today  if  the 
limit  were  4  months  or  6  months? 

Ms.  Howell.  No,  I  wouldn't,  because  I  am  that  hard-core  addict 
that  you  talk  about,  and  I  have  used  and  abused  drugs  for  more 
than  18  years,  and  there  is  no  way  that  I  think  in  4  months  that 
I  would  have  been  able  to  learn  the  things  that  I  have  and  the 
skills  that  have  today  in  order  to  go  back  out  into  society  and  not 
use  again. 

Mr.  Sherrod  Brown.  What  limit  would  you  decide,  based  on 
your  personal  experience  and  based  on  your  observations  of  some 
of  your  new  friends  there? 

Ms.  Howell.  I  was  really  comfortable  with  the  12  to  18  months. 
Thirteen  months  was  still  not  long  enough  for  me.  The  program  did 
say  12  months.  I  had  to  ask  for  an  additional  1  month  in  order  to 
just  go  through  the  fear  of  leaving  a  very  safe,  secure  environment. 
I  am  looking  at,  you  know,  12  to  18  months,  and  for  my  son,  my 
family,  too.  My  son  is  my  family.  He  was  really  scared,  too. 

Mr.  Sherrod  Brown.  Do  you  agree  with  Ms.  Crowell  that  the 
length  of  time  necessary  for  treatment  is  related  to  the  number  of 
children  that  a  woman  has? 

Ms.  Howell.  Yes,  I  believe  that. 

Mr.  Sherrod  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Brown. 

I  want  to  thank  each  of  you  for  your  presentation  today.  I  think 
it  is  important  for  us  to  have  this  information  as  we  try  to  draft 
the  best  health  care  reform  we  can.  Thank  you  for  being  with  us. 

We  are  going  to  take  a  recess  now  and  reconvene  in  this  room 
at  1:30  to  get  the  rest  of  the  testimony. 

[Whereupon,  at  12:02  p.m.,  the  subcommittee  was  recessed  to  re- 
convene at  1:30  p.m.] 

AFTER  RECESS 

Mr.  Waxman.  On  our  third  panel  we  will  hear  from  witnesses 
about  the  mental  health  benefits  proposed  in  the  Health  Security 
Act.  Mary  Jane  England  represents  the  Washington  Business 
Group  on  Health,  Frank  McArdle  is  a  consultant  with  Hewitt  Asso- 
ciates, an  employee  benefits  consulting  firm;  Carol  Obrochta  rep- 
resents the  Federation  for  Families  With  Children  With  Mental  Ill- 
ness and  is  accompanied  by  her  daughter,  Betsy. 

William  Dalton  is  Commissioner  of  the  Department  of  Mental 
Health,  State  of  Vermont,  on  behalf  of  the  National  Association  of 
State  and  Mental  Health  Directors. 

We  are  pleased  to  welcome  you  all  to  our  hearing  today.  Without 
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objection,  your  full  statements  will  be  in  the  record  in  full.  What 
we  would  like  to  ask  each  of  you  to  do  is  to  limit  the  oral  presen- 
tation to  no  more  than  5  minutes. 
Let's  start  with  Dr.  England. 

STATEMENTS  OF  MARY  JANE  ENGLAND,  PRESmENT,  WASH- 
INGTON BUSINESS  GROUP  ON  HEALTH;  WILLIAM  DALTON, 
COMMISSIONER,  DEPARTMENT  OF  MENTAL  HEALTH,  STATE 
OF  VERMONT,  ON  BEHALF  OF  NATIONAL  ASSOCIATION  OF 
STATE  MENTAL  HEALTH  PROGRAM  DIRECTORS;  FRANK  B. 
McARDLE,  HEWITT  ASSOCIATES,  ACCOMPANIED  BY  JACK 
MAHONEY;  AND  CAROL  OBROCHTA,  FEDERATION  FOR  FAMI- 
LIES WITH  CHILDREN  WITH  MENTAL  ILLNESS,  ACCOM- 
PANIED BY  BETSY  OBROCHTA 

Ms.  England.  Good  afternoon.  I  am  Mary  Jane  England,  a  psy- 
chiatrist and  president  of  the  Washington  Business  Group  on 
Health  and  director  of  the  Mental  Health  Services  Program  for 
Youth,  a  national  program  supported  by  the  Robert  Wood  Johnson 
Foundation. 

WBGH  is  a  national  nonprofit  health  policy  organization  that 
represents  200  of  our  Nation's  largest  industries  employers. 

I  would  like  to  share  with  you  this  afternoon  what  large  employ- 
ers and  child  and  adolescent  health  professionals  have  learned  over 
the  past  decade  about  providing  high  quality  cost-effective  mental 
health  and  substance  abuse  care,  and  our  reactions  to  the  mental 
health  benefit  in  the  Health  Security  Act. 

The  Clinton  administration  has  set  forth  the  target  of  equal  cov- 
erage for  mental  and  physical  health  care  provided  by  a  unified  de- 
livery system  of  both  the  public  and  private  sector.  This  system 
should  be  accountable  and  held  to  measurable  outcomes  for  serving 
all  Americans  regardless  of  health  status. 

Innovative  private  and  public  health  sector  plans  have  dem- 
onstrated that  a  system  approach  to  health  care  delivery  produces 
better  outcomes  and  cost  containment  than  our  current  fragmented 
fee-for-service  approach.  Their  experience,  along  with  scientific  ad- 
vances that  have  vastly  improved  treatment  effectiveness  provide 
hard  evidence  supporting  the  growing  agreement  to  end  discrimina- 
tory practices  in  the  provision  of  mental  health  care. 

We  all  know  the  problem.  Thirty  million  Americans  have  a 
diagnosable  mental  illness  and  only  a  third  of  those  people  get  any 
care.  Similarly,  15  percent  of  people  with  substance  abuse  disorders 
get  treated.  One  out  of  three  children  with  a  mental  health  prob- 
lem actually  get  treated  in  this  country. 

We  have  a  lot  of  problems  in  our  system.  Problems  with  access, 
arbitrary  restrictions  on  mental  health  benefit  and  the  stigma  asso- 
ciated with  mental  health  have  meant  that  many  people  have  not 
got  care  and  particularly  we  are  concerned  with  children  with  seri- 
ous mental  and  emotional  disturbances  that  don't  have  adequate 
access  to  services. 

Not  only  is  this  of  great  cost  to  all  of  us,  but  it  is  particularly 
bad  when  untreated  or  inappropriately  treated  mental  health  prob- 
lems cost  businesses  millions  of  dollars  in  lost  productivity,  and  for 
our  children  and  families,  lost  days  at  school.  The  quality  of  our 
mental  health  system  has  been  largely  due  to  a  poor  benefit  design. 
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We  have  a  lot  of  experience  with  the  1980's  where  poor  benefit 
design  by  limiting  inpatient  and  outpatient  benefits,  particularly 
limiting  outpatient  with  a  high  co-pay  has  actually  led  to  an  over 
utilization  of  inpatient  psychiatric  hospitals.  We  know  that  com- 
prehensive community  based  systems  of  care  can  be  effective  for 
our  children. 

There  has  been  a  lot  of  discussion  this  morning  and  at  other 
times  about  what  the  $241  per  American  that  is  in  the  current 
Clinton  plan  will  buy.  We  would  like  to  request  of  you  that  you  ask 
the  National  Institute  of  Mental  Health  to  review  this  information 
and  come  back  to  us  with  an  analysis  of  within  a  cap  of  $241  per 
health  plan  member,  given  that  it  is  an  $1,800  premium,  what 
would  that  actually  buy  as  far  as  the  kind  of  comprehensive  mental 
health  and  substance  abuse  services  which  you  have  mentioned 
earlier  today. 

I  think  the  historic  significance  in  what  President  Clinton  has 
put  forward  is  his  expressed  intent  to  integrate  the  health  system. 
For  once  now  we  will  have  one  system  for  all  Americans  in  the 
mental  health  area  and  that  is  something  that  I — most  of  my  back- 
ground is  in  the  public  sector,  I  am  now  in  the  private  sector,  and 
I  have  run  a  number  of  public  sector  programs  to  begin  to  put  aside 
the  differentiation  between  public  and  private  to  a  single  delivery 
system. 

But  that  delivery  system  has  to  be  accountable  and  accountable 
for  the  treatment  of  everyone,  regardless  of  health  status,  so  that 
we  stop  shifting,  and  that  we  start  cost  shifting  some  of  the  prices 
from  the  public  sector  onto  the  private  sector. 

In  fact,  in  the  public  sector,  we  have  a  lot  of  experience  in  the 
Medicaid  system,  which  has  demonstrated  that  prescribing  limited 
services  is  a  flawed  approach,  because  it  doesn't  control  costs. 
Under  Medicaid,  States  have  used  the  rehabilitation  option  and 
their  authority  to  define  services  to  broaden  the  scope  of  care,  and 
using  coordinated  care  and  prepayment  methods,  we  have  sup- 
ported special  systems  of  care  for  high-need  populations,  and  my 
colleague  will  address  that  more  later. 

Rather  than  prescribing  limits  on  individual  services,  innovative 
purchasers  and  providers  are  forming  relationships  by  which  the 
health  plan  furnishes  a  full  continuum  of  services  by  a  panel  of 
multi-disciplinary  providers.  There  needs  to  be  some  basic  prin- 
ciples for  reform  and  what  I  would  suggest  is  that  we  do  have 
model  programs  out  there  now  that  meet  the  needs  of  what  Ameri- 
cans need. 

We  have  them  both  in  the  private  sector,  in  large  employers, 
which  you  heard  mentioned  this  morning.  Federal  Express  and 
other  large  employers  that  have  been  able  to  develop  very  cost-ef- 
fective quality  programs.  Many  of  these  programs  have  a  full  con- 
tinuum of  services,  treatment  is  based  on  individual  need,  em- 
ployee satisfaction,  and  the  children,  in  addition  to  the  private  sec- 
tor efforts,  we  have  had  Federal,  State  and  private  foundation 
funding  dedicated  to  reforms  for  children,  and  those  community- 
based  services  have  had  very  positive  outcomes.  Costs  are  reduced, 
children  grow  up  in  their  families,  fewer  children  are  served  in 
long-term  care,  we  see  improvement  in  school  attendance  and 
school  performance,  and  there  is  a  decrease  in  detention  days. 
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I  want  to  thank  you  for  giving  us  this  time  to  show  that  experi- 
ence demonstrates  the  establishment  of  limits  for  mental  health 
care  undermines  our  ability  to  provide  what  is  necessary  and  ap- 
propriate. 

Mr.  Waxman.  Thank  you  very  much,  Dr.  England. 

[Testimony  resumes  on  p.  246.] 

[The  prepared  statement  of  Ms.  England  follows:] 
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STATEMENT  OF 
THE  WASHINGTON  BUSINESS  GROUP  ON  HEALTH 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

Good  morning.  I  am  Mary  Jane  England,  President  of  the  Washington  Business  Group 
on  Health  (WBGH)  and  Director  of  the  Mental  Health  Services  Program  for  Youth,  a  national 
program  supported  by  the  Robert  Wood  Johnson  Foundation.  WBGH  is  a  national  non-profit 
health  policy  organization  of  200  of  our  nation's  largest  employers  representing  all  sectors  of 
American  industry.  Since  1974,  WBGH  has  been  involved  in  efforts  to  improve  health  care 
delivery  and  financing. 

This  morning,  I  would  like  to  share  with  you  what  large  employers  and  child  and 
adolescent  health  professionals  have  learned  over  the  past  decade  about  providing  high  quality 
cost-effective  mental  health  and  substance  abuse  care,  and  our  reactions  to  the  mental  health 
braefit  in  the  Health  Security  Act  in  light  of  those  experiences. 

The  Clinton  Administration  has  set  forth  the  target  of  equal  coverage  for  mental  and 
physical  health  care  provided  by  a  unified  delivery  system  that  is  accountable  for  serving  all 
Americans  regardless  of  health  status.  That  target  is  a  significant  departure  from  the  uneven 
quality  and  limited  access  indicative  of  the  public  and  private  systems  that  operate  today.  Its 
achievement  will  require  that  we  build  on  innovations  already  incorporated  into  private  and 
public  plans. 

At  issue  is  the  restructuring  of  health  care  delivery  so  that  providers  form  systems  of  care 
that  integrate  accountability  for  supplying  services  and  managing  financial  risk,  and  purchasers 
choose  the  most  efficienUy  managed  systems.  Innovative  private  and  public  health  plans 
demonstrate  that  a  system  approach  to  health  care  delivery  produces  better  outcomes  and  cost- 
containment  than  the  fragmented  fee-for-service  approach.  Their  experiences,  along  with 
scientific  advances  that  have  vastly  improved  treatment  effectiveness,  provide  hard  evidence 
suRwrting  the  growing  agreement  to  end  discriminatory  practices  in  the  provision  of  mental 
health  services. 

Throughout  my  statement  I  will  refer  to  mental  health  as  including  care  for  both  mental 
and  substance  abuse  disorders.  While  some  health  plans  make  distinctions  in  coverage  between 
these  two  categories  of  illness,  in  practice,  the  distinction  results  in  diagnosis  gaming, 
fragmentation  in  the  delivery  of  care  and  higher  associated  costs.  Our  reform  efforts  must 
recognize  the  broad  extent  of  comorbidity  among  mental  and  substance  abuse  disorders  and 
design  a  system  that  treats  them  in  an  appropriate  and  cost-effective  manner. 


I.    The  Need  for  Fundamental  Chance  in  the  Financing  and  Delivery  of  Mental  Health 
Services 

The  financing  and  delivery  of  mental  health  services  are  in  need  of  fundamental  reform. 
Currently,  30  million  Americans  have  a  diagnosable  mental  disorder,  but  fewer  than  one  third 
receive  appropriate  treatment.  Similarly,  it  is  estimated  that  only  15  percent  of  people  with 
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substance  abuse  disorders  lecdve  treatmoit.  Many  of  these  disorders  are  severe,  chronic,  and 
recurrent.  However,  most  can  be  managed  effectively  and  many  can  be  prevented  if  identified 
early  and  treated  s^ropriately. 

I  would  lite  to  describe  some  of  the  problems  that  exist  in  our  current  health  care  system 
regarding  the  delivery  of  mental  health  services: 

A.  Access 

The  first  of  these  problems  is  access  to  care.  Arbitrary  restrictions  on  mental  health 
coverage  and  the  stigma  associated  with  mratal  and  substance  abuse  disorders  have  resulted  in 
access  problems  that  impact  the  quality  and  cost  of  the  care  that  is  delivered.  Most  individuals 
with  a  diagnosable  mentil  disorder  do  not  seek  treatm^it;  those  who  do  so  usually  wait  until  the 
illness  is  seriously  disabling  and  more  costly  to  treat.  What's  more,  most  children  with  serious 
mental  and  emotional  problems  do  not  have  adequate  access  to  services.  Prevention  and  early 
intervaition  services  are  rare  in  our  education,  juvenile  justice,  and  foster  care  systems;  again, 
delaying  availability  of  services  until  the  problem  is  serious  and  disabling. 

Employers  pay  for  moital  health  and  substance  abuse  disorders  whether  they  include 
coverage  in  their  h^th  plans  or  not.  Untreated  or  inappropriately  treated  mental  health 
problems  cost  business  milli(nis  of  dollars  in  lost  productivity,  accidents,  overuse  of  medical 
care,  and  disability.  Time  and  time  again  we  see  that  the  failure  to  access  early  and  ^propriate 
care  drives  up  spending  both  for  the  direct  and  the  indirect  costs  of  these  illnesses. 

B.  Quality 

The  second  problem  in  our  currait  system  that  I  would  like  to  address  is  quality.  First, 
hospitalization,  die  most  restrictive  and  costly  treatment  setting,  is  unnecessarily  overutilized. 
The  problem,  in  part,  is  due  to  poor  benefit  design.  Private  insurance  commonly  reimburses 
more  generously  for  inpatiait  sCTvices,  therdjy  creating  a  financial  incentive  to  use 
hospitalization.  Originally  designed  as  a  way  to  protect  the  most  seriously  ill  individuals,  the 
discrepancy  in  coverage  between  inpatient  and  ouQ)atient  care  discourages  early  inteivCTtion  with 
less  costly  treatments. 

Explosive  growth  in  provider  supply  is  another  factor  in  the  inappropriate  use  of 
hospitalization.  Betweai  1984  and  1990,  the  number  of  free-standing  psychiatric  hospitals 
increased  by  84  percent.  The  beds  were  filled  by  sophisticated  marketing  campaigns  targeting 
adolescents  and  substance  abusers.  The  result  was  alarming  increases  in  employer  expenditures 
and  a  large  amount  of  unjustified  and  even  harmful  care. 

In  addition  to  the  ovctusc  of  hospitalization,  the  provision  of  good  quality  care  is 
compromised  by  a  shortage  of  alt^ative  treatment  settings.  Many  plans  still  reimburse  for 
inpatient  or  ou^tirat  care  only.  Instead,  the  provision  of  a  full  continuum  of  care  in  a  variety 
of  treatment  settings  should  be  CTCOuraged.  Comprehrasive  community-based  systems  of  care 
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result  in  improved  outcomes  and  cost  effectiveness. 

Finally,  the  provision  of  good  quality  care  is  compromised  by  poor  recognition  and 
treatment  of  mental  and  substance  abuse  disorders  in  primary  care.  For  example,  a  1989  RAND 
Corporation  study  found  that  primary  care  physicians  detected  depression  in  only  51  percent  of 
patients  with  a  current  dq)ressive  disorder  in  fee-for-service  care.  Only  42  percent  of  the  cases 
were  detected  in  pre-paid  settings.  But,  training  in  recognition  and  treatment  for  primary  care 
physicians  alone  will  not  rectify  the  problem.  System-based  incoitives  are  needed  to  improve 
the  link  between  primary  care  and  mratal  health  providers,  increasing  the  involvement  of 
primary  care  physicians  in  the  diagnosis,  referral,  and  managem^t  of  mental  disorders. 

C.  Cost 

The  final  issue  I  would  like  to  address  is  cost.  During  the  1980s,  mental  health  was  one  of 
the  fastest  growing  segments  of  the  expanding  cost  of  providing  health  benefits.  Between  1986 
and  1990,  employers  saw  their  costs  for  mental  health  services  increase  by  an  average  of  50 
percent,  with  65-70  percent  of  the  spending  on  inpatient  care.  The  most  generous  fee-for-service 
plans  were  those  that  experiraced  the  most  dramatic  cost  increases. 

In  the  face  of  rising  and  unmanageable  costs,  most  employers  began  to  restrict  their  mental 
health  benefits.  Common  restrictions  included  caps  on  anni^  and  lifetime  dollars  and  days, 
along  with  greater  cost  sharing  by  bwieficiaries.  Such  restrictions  leave  the  most  seriously  ill 
without  adequate  protection,  as  many  of  those  patients  are  diverted  from  private  sector  care  into 
the  overburdened  public  sector.  Restrictions  also  mean  that  many  Americans  cannot  afford  the 
cost  of  adequate  mental  health  care  and  wait  to  seek  treatm^t  until  the  illness  is  serious  and 
disabling.  Restrictions  often  prove  futile  for  purchasers  as  well,  as  employers  report 
consequences  such  as  diagnosis  gaming,  overuse  of  medical  care,  and  higher  disability  costs. 

Of  importance  to  the  currait  debate  is  the  use  of  fee-for-service  data  from  the  1980s  to 
project  the  cost  of  mental  health  benefits  under  health  care  reform.  The  approach  amounts  to 
comparing  apples  and  oranges.  It  does  not  account  for  the  systemic  changes  in  care  delivery  that 
have  enabled  large  purchasers  to  eliminate  limits  on  mental  health  coverage.  The  elimination 
of  limits  encourages  treatment  based  on  medical  necessity  and  appropriateness  rather  than  on 
benefit  coverage,  correcting  the  inefficiencies  in  service  delivery  driven  by  poor  benefit  design. 
More  accurate  cost  projections  can  be  made  by  examining  the  data  of  managed  systems  of  care 
in  the  public  and  private  sectors. 

I  ask  that  the  Committee  consider  having  the  National  Institute  of  Mental  Health  review 
the  Health  Care  Financing  Administration  cost  projections  and  provide  an  analysis  of  what 
services  can  be  provided  within  the  cap  of  $241  per  health  plan  member  in  the  $1800  premium 
cost  per  year  projected  for  the  Health  Security  Act. 
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n.      President  Clinton's  Health  Security  Act 

I  want  to  commend  the  Preadait  for  his  leadership  on  health  care.  His  plan  signals  three 
fundamental  tracts  in  the  health  care  debate.  First,  universal  access  regardless  of  ability  to  pay 
or  medical  history  must  be  achieved.  Second,  reform  efforts  that  focus  solely  on  financing 
access  to  care  in  tfie  absence  of  correcting  inefficiencies  in  the  delivery  system  will  not  succeed. 
Finally,  equity  for  mental  and  physical  health  care  is  essential. 

Of  historic  significance  is  the  expressed  intent  to  int^rate  the  public  and  private  moital 
health  systems.  Use  of  a  single  delivery  system  that  is  accountable  for  the  treatmait  of  everyone 
regardless  of  health  status  will  stop  the  shifting  of  the  most  seriously  ill  patients  from  the  private 
system  to  the  public  system  and  the  shifting  of  uncompensated  costs  from  the  public  system  to 
the  private  system. 

Our  current  structure  is  a  two-tier  system.  The  private  system  primarily  serves  the 
insured  with  hospitalization  and  office-based  therapy.  The  public  system  primarily  serves  the 
uninsured,  poor,  and  severely  ill,  and  is  characterized  by  a  continuum  of  community-based 
programs  aiding  individuals  and  families  least  able  to  afford  medical  and  support  services. 

As  we  move  forward,  there  is  something  to  be  learned  from  each  of  those  systems.  The 
public  sector  has  shown  itself  to  be  adq)t  at  defining  comprdiensive  systems  of  care  for 
chronically  ill  individuals,  while  the  private  sector  has  introduced  value-based  purchasing  to 
health  care  and  has  become  quite  skilled  at  shopping  for  quality  as  well  as  cost.  In  integrating 
the  systems,  questions  will  abound  about  how  to  wrap  in  state  dollars  from  wfiich  categorical 
agencies  to  fund  what  services.  Our  efforts  to  answer  those  questions  will  be  guided  by  new 
definitions  of  quality  and  value.  Integral  to  our  solutions  will  be  lessons  learned  from  successes 
in  both  the  private  and  public  sectors. 

The  mental  health  benefit  in  Presidoit  Clinton's  Health  Security  Act  is  a  respectable  step 
to  ending  discrimination  in  the  provision  of  mental  health  services  because  of  the  elimination  of 
lifetime  limits  for  mental  health  care.  Nevertheless,  the  proposal  poses  a  risk  to  the  innovative 
reforms  in  cost-effective  mental  health  service  delivery  already  underway.  The  risk  is  embodied 
in  the  prescribed  annual  limits  on  individual  services.  The  practice  of  prescribing  limits 
perpetuates  the  false  distinctions  between  maital  and  other  medical  illnesses.  More  important, 
the  experioice  of  private  insurance  demonstrates  that  a  prescribed  benefit  dictates  the  type  of 
care  provided.  Much  of  the  care  delivered  under  this  approach  is  inappropriate,  excessively 
costly,  and  may  tven  be  detrimental  to  the  patient. 

In  the  public  sector,  experience  in  the  medicaid  system  demonstrates  that  prescribing 
limited  services  is  a  flawed  ^jproach  because  it  does  not  control  costs.  Under  medicaid,  states 
have  used  the  rehabilitation  option  and  their  authority  to  define  services  to  broaden  the  scope  of 
care  provided  and  allow  the  flexibility  necessary  to  appropriately  care  for  poor,  disadvantaged, 
and  disabled  individuals.  Using  coordinated  care  and  pre-payment  methods,  they  also  support 
special  systems  of  care  for  high  need  populations.  Under  those  arrangements,  the  organized 
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system  of  care  shares  risk  and  provides  a  fuU  continuum  of  services. 

Rather  than  prescribe  limits  on  individual  s^vices,  innovative  purchasers  and  providers 
are  forming  relationships  by  which  the  health  plan  furnishes  a  full  continuum  of  services  by  a 
panel  of  multi-disciplinary  providers  and  both  assumes  financial  risk  and  is  accountable  for  the 
outcomes  of  care.  As  a  result,  the  most  appropriate  and  least  costly  level  of  care  is  selected 
based  on  individual  need  from  determinations  of  medical  necessity,  severity  of  illness,  level  of 
functioning,  and  patient  satisfaction.  Defined  limits  on  particular  services  are  unnecessary.  This 
systems  approach  is  especially  effective  for  chronic  and  recurrrat  conditions  such  as  mental 
health  and  substance  abuse  disorders,  which  require  varying  intensities  of  care  over  time. 


m.     Basic  Principles  for  Reform 

Most  mental  and  substance  abuse  disorders  can  be  prevented  or  managed  effectively  if 
identified  early  and  treated  appropriately.  In  fact,  routine  early  identification  with  appropriate 
treatment  may  dramatically  reduce  the  use  of  medical  services.  In  contrast,  undiagnose  and 
untreated,  these  disorders  often  prove  seriously  disabling,  life  threatening,  and  costly  to 
individuals,  families,  and  society. 

The  Washington  Business  Group  on  Health  supports  reform  of  the  U.S.  health  care 
system  that  includes  univ^^  access  to  a  full  continuum  of  medically  necessary  and  appropriate 
mental  health  and  substance  abuse  services  delivo^  through  an  organized  system  of  care.  A 
managed  approach  to  service  delivery  is  critical  to  providing  a  full  continuum  of  services  in  a 
way  that  flexibly  meets  individual  need  and  is  affordable  to  the  health  system.  The 
establishment  of  limits  with  respect  to  mental  health  and  substance  abuse  that  do  not  apply  with 
respect  to  other  illnesses  should  be  prohibited. 

I  encourage  the  Committee  to  consid^  that  the  best  possible  public  policy  is  to  provide 
for  this  category  of  diseases  as  we  would  for  any  other  m^cal  illness.  If  we  are  to  achieve 
affordable  quality  health  care  for  all  Amoicans,  we  must  reform  our  health  care  system  so  that 
all  health  problems  are  effectively  treated.  Mental  health  and  substance  abuse  problems  are  no 
exception.  They  are  prevalent  in  every  aspect  of  our  society,  including  our  workforce. 
Experience  in  private  sector  health  plans  demonstrates  that  limiting  the  beneflt  for  mental  health 
and  substance  abuse  services  undermines  efforts  at  cost-containment  and  quality  improvement. 


IV.     PeUverv  System  Reform;  Organized  Systems  of  Care 

Our  use  of  the  term  "organized  systems  of  care"  is  comparable  to  that  of  the  "accountable 
health  plans"  discussed  in  current  reform  proposals.  The  concept  is  one  of  a  unified  and 
accountable  health  care  delivery  system  that  serves  all  Americans  and  rq)laces  the  fragmented 
systems  that  operate  today.  M^tal  health  services  are  mainstreamed  into  the  system  and 
incentives  are  provided  to  health  plans  so  that  even  those  individuals  with  the  most  severe 
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illnesses  receive  treatment  from  the  system. 

A.  Deflnitioii 

Organized  systems  of  care  (OSCs)  are  integrated  financing  and  delivery  systems  that  use 
a  multidisciplinary  panel  of  providers  selected  on  the  basis  of  quality  and  cost  management 
criteria  to  furnish  comprehensive  services.  The  systems  incorporate  incentives  to  provide  only 
appropriate  and  necessary  care  into  their  operations  and  are  accountable  to  patients  and 
purchasers  on  the  basis  of  quality,  cost,  and  outcomes  information. 

Using  one  system  that  both  provides  care  and  assumes  financial  risk  ensures  efficiency 
and  coordination  of  care  delivery.  This  is  especially  important  for  mental  health  and  substance 
abuse  disorders,  which  are  often  chronic  or  recurrent  and  can  be  effectively  treated  by  providers 
from  more  than  one  discipline. 

B.  System  Characteristics 

A  Full  Continuuin  of  Services.  OSCs  provide  a  fiill  continuum  of  services,  including 
preventive,  primary,  acute,  rehabilitative,  and  chronic  care.  Those  individuals  who  need 
intensive  care  are  able  to  obtain  it,  while  the  movement  of  individuals  to  less  intensive  levels 
of  care  is  encouraged.  In  a  well  managed  system,  arbitrary  benefit  limits  defined  by  numbers 
of  inpatient  days  and  outpatient  visits  are  unnecessary.  Treatment  is  based  on  individual  need 
from  determinations  of  medical  necessity,  severity  of  illness,  level  of  functioning,  and  patient 
input. 

Preyention  and  Early  Intervention.  OSCs  encourage  prevention  and  early  intervention 
through  educational  efforts,  financial  incentives  to  seek  care  early,  and  good  communication 
between  primary  care  and  mental  health  care  providers.  A  resource  referral  mechanism  directs 
patients  to  the  most  appropriate  level  of  care  in  the  delivery  system. 

Accountability.  The  system  of  care  is  held  accountable  to  patients  and  purchasers  on  the 
basis  of  quality,  cost  management,  and  outcomes  information.  Such  measures  as  patient 
satisfaction  and  population  health  status  are  used  to  ensure  that  providers  furnish  appropriate, 
high  quality,  and  cost-effective  care.  Treatment  effectiveness  is  evaluated  in  terms  of  functional 
as  well  as  clinical  outcomes,  with  emphasis  placed  on  how  treatment  impacts  the  individual's 
daily  life. 

Continuous  Quality  Improyement.  OSCs  incorporate  the  principles  of  continuous  quality 
improvement  (CQI).  Basic  characteristics  of  CQI  include  that  the  quality  of  care  must  be  based 
on  an  understanding  of  the  needs  and  expectations  of  the  "customers,"  the  specification  and 
improvement  of  the  product  or  service  must  be  continuous  and  measurable,  and  everyone  in  the 
system  must  be  involved  in  improvement  because  everything  can  be  improved.  By  definition, 
these  principles  prescribe  that  the  system  of  care  will  differ  from  community  to  community 
based  on  the  characteristics  of  that  community. 
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Information  Managcanent.  OSCs  provide  for  the  collection  and  dissemination  of  relevant 
data.  Good  decision-making  depends  on  what  we  know  about  utilization,  quality,  and  cost. 
Information  can  be  collected  to  improve  the  performance  of  the  system,  facilitate  choices  about 
care,  and  ensure  accountability  to  patients  and  purchasers. 

C.   Organized  Systems  of  Care  in  Relation  to  Current  Managed  Care  Efforts 

Organized  systems  of  care  expand  on  the  best  practices  of  our  current  health  maintenance 
organizations  and  managed  mratal  health  programs  to  effect  a  fundamental  change  in  the  way 
that  health  care  is  delivCTed.  Current  managed  care  efforts  are  an  important  improvement  upon 
traditional  fee-for-service  arrangements  which  incorporate  no  cost  or  quality  controls.  But,  as 
currentiy  practiced,  much  managed  care  is  oriented  toward  procedure-  or  service-specific 
utilization  review  rather  than  quality  improvement  mechanisms.and  accountability  for  overall 
performance. 


IV.  Model  Reforms  in  Mental  Health  Service  Delivery 

Whereas  the  concept  and  use  of  OSCs  is  evolving,  several  of  the  nation's  largest  health  care 
purchasers  have  ample  experience  with  the  model  and  proven  success  in  maintaining  quality 
while  holding  down  costs.  It  is  important  to  note,  however,  that  each  employer  has  approached 
improvements  in  mental  health  service  delivery  somewhat  differentiy.  For  example,  one  may 
contract  directiy  with  a  system  of  care,  while  another  will  work  with  the  health  maintenance 
organizations  serving  its  employees,  and  a  third  may  contract  with  a  managed  mental  health  care 
firm. 

Regardless  of  the  approach,  features  common  to  all  the  plans  include: 

•  Care  is  delivered  in  a  managed  environment.  Employers  have  not  experienced  success 
in  managing  the  cost  of  providing  mental  health  and  substance  abuse  care  or  evaluating 
the  quality  of  that  care  in  an  unmanaged  fee-for-service  system. 

•  A  full  continuum  of  services  is  available,  from  prevention  and  early  intervention  to 
chronic  care. 

•  Treatment  is  based  on  individual  need  from  determinations  of  medical  necessity,  severity 
of  illness,  level  of  functioning,  and  patient  input. 

•  An  emphasis  is  placed  on  employee  satisfaction  and  the  ability  to  evaluate  the  quality  of 
care  delivered. 

In  using  tiiis  approach,  employers  have  been  able  to  increase  access  to  care,  improve 
employee  satisfaction  with  the  healUi  plan,  hold  recidivism  rates  steady,  and  dramatically  reduce 
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the  cost  trend  for  mental  health  care.  In  many  cases  the  cost  trend  for  mental  health  is  well 
below  the  trend  for  medical/surgical  care.  Brief  descriptions  of  three  employer  health  plans 
indicative  of  innovative  efforts  are  attached. 

In  addition  to  private  sector  efforts,  federal,  state,  and  private  foundation  funding  has 
been  dedicated  to  reforms  in  service  delivery  for  families  with  children  and  adolescents  with 
serious  emotional  and  mental  disorders.  Most  notably,  in  1988  the  Robert  Wood  Johnson 
Foundation  provided  $20  million  in  grants  through  the  Mental  Health  Services  Program  for 
Youth  to  eight  states  to  encourage  the  development  of  service  systems  for  children  and  their 
families.  The  communities  are  located  in  California,  Kentucky,  North  Carolina,  Ohio,  Oregon, 
Pennsylvania,  Vermont,  and  Wisconsin.  It  is  the  single  greatest  financial  commitment  to  the 
child  mental  health  systems  of  care  concept  to  date,  although  other  private  foundations,  such  as 
the  Annie  E.  Casey  Foundation  and  the  Pew  Charitable  Trust  have  recently  joined  the  effort. 

These  community-based  systems  of  care  are  getting  positive  results  in  a  number  of  areas: 

•  Costs  are  reduced  by  serving  children  with  an  array  of  community-based  services. 

•  More  children  are  growing  up  in  their  families,  marking  a  significant  shift  to  in-home 
or  home-like  care  settings. 

•  Fewer  children  are  served  in  long-term  institutional,  residential,  or  out-of-state  settings. 

•  Gains  are  seen  in  improved  school  attendance  and  school  performance. 

•  Youth  correction  systems  see  a  decrease  in  detention  days. 


V.  Conchision 

The  Washington  Business  Group  on  Health  and  its  members  appreciate  the  attention  of 
this  Committee  on  the  provision  of  equitable  coverage  for  mental  health  and  substance  abuse 
care  in  health  care  reform  through  the  restructuring  of  the  health  care  delivery  system. 
Experience  demonstrates  that  the  establishment  of  limits  for  mental  health  care  undermines  our 
ability  to  provide  medically  necessary  and  appropriate  care  at  an  affordable  cost.  I  offer  the  help 
of  WBGH  as  you  work  through  this  serious  public  policy  concern. 

Mr.  Chairman,  this  concludes  my  prepared  statement.  I  appreciate  the  opportunity  to  appear 
before  the  Committee,  and  would  be  pleased  to  answer  any  questions  you  or  the  Committee 
members  may  have. 
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Employer  Case  Studies 
A.   Honeywell,  Inc. 

Honeywell  has  approximately  12,(XX)  domestic  employees  enrolled  in  organized  mental 
health  systems.  The  first  system  of  care  was  developed  in  1990  in  Albuquerque,  New  Mexico, 
serving  2500  employees. 

In  1990,  employees  in  Albuquerque  had  the  option  of  choosing  between  two  HMOs  (in 
which  70  percent  of  employees  enrolled)  and  fee-for-service  care  (30  percent  of  employees 
enrolled).  The  benefits  in  tiie  HMOs  were  unsatisfactory  to  employees,  and  Honeywell  was 
forced  to  consider  restricting  benefits  in  the  FFS  plan  to  control  the  rapidly  escalating  costs  for 
adolescent  m^tal  health  care. 

In  1991,  rather  than  restricting  benefits,  Honeywell  carved  out  the  mental  health 
program.  They  selected  a  single  specialty  psychiatric  and  chemical  dependency  group  practice 
to  provide  all  mental  health  services.  Benefits  were  improved  by  expanding  the  scope  of 
services,  lowering  the  co-pay,  and  eliminating  maximum  caps.  The  out-of-network  option  was 
eliminated  so  that  all  care  must  be  obtained  through  this  system  of  care. 

The  goals  in  selecting  the  group  practice  were  to  have:  1)  integration  of  all  care  under 
one  management  structure,  with  standards  of  care  and  excellent  care  management;  2) 
demonstrated  ability  to  treat  adolescents  and  their  fan^ilies  with  minimum  use  of  higher  cost 
hospitalization  yet  with  better  outcomes;  3)  increased  focus  on  prevention  and  early  intervention 
through  worksite  prevention  activities;  4)  improved  diagnosis  and  care  management;  and  5)  a 
commitment  from  the  system  of  care  to  continuous  quality  improvement  through  a  partnership 
where  Honeywell  is  bringing  CQI  trainers  to  assist  with  quality  efforts. 

The  group  practice  is  responsible  for  creating  a  system  of  care  that  offers  a  full 
continuum  of  services  delivered  by  a  multidisciplinary  panel.  The  system  uses  salaried  providers 
so  that  there  is  no  incentive  to  over-  or  under-treat.  In  addition,  the  system  contains  a  strong 
prevention  focus,  with  an  employee  assistance  program  to  provide  early  and  easy  access  to 
services,  and  integration  with  occupational  programs  such  as  health  promotion,  prevention,  drug 
testing,  disability  management,  and  management  training. 

There  is  no  benefit  design  with  the  exception  of  a  lifetime  limit  of  two  treatments  for 
substance  abuse.  The  system  of  care  determines  the  most  appropriate  care  and  develops  a 
treatment  plan.  Multidisciplinary  evaluation,  treatment,  and  follow-up  are  available  as 
appropriate.  Although  a  treatment  plan  may  include  diverse  levels  and  modes  of  care  over  time, 
one  member  of  the  care  team  is  responsible  for  tracking  the  patient  through  various  treatment 
settings.  The  patient  and  family  are  fiilly  informed  so  that  the  care  plan  is  known  to  everyone. 

The  advantages  to  both  Honeywell  and  the  provider  organization  include:  1)  the  ability 
to  deliver  the  highest  level  of  appropriate  care  rather  than  treatment  controlled  by  benefit  design; 
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2)  cost  containmoit  through  quality  and  variation  ccmtiol  y&sus  doiial  of  caie  or  discounted 
fees;  and  3)  an  ongoing  relationship  that  allows  for  the  developmrat  of  a  common  language  and 
purpose,  consistent  messages  to  boieficiaries,  and  shared  feedback  to  continuaUy  improve  the 
system. 

The  outcome  has  been  extremely  positive  with  high  employee  and  dependent  satisfaction, 
cost  reductions  of  40  percent  in  the  first  year  and  cost  increases  held  to  4  percent  in  subsequent 
years. 

B.  INgital  Equipment  Corporation 

Another  innovative  effort  is  underway  at  Digital  Equipmwit  Corporation.  Digital  has 
committed  itself  to  working  with  its  HMOs  to  improve  the  provision  of  care.  To  that  end,  HMO 
standards  have  been  developed,  including  standards  for  data,  financial  stability,  quality,  access, 
and  mental  health  and  substance  abuse  care. 

Regarding  mental  health  and  substance  abuse  services,  some  common  problems  identified 
by  Digital  and  their  HMOs  include  rigid  adherence  to  benefit  limits;  lack  of  case  management; 
barriers  to  initial  access;  lack  of  specialty  staff;  and  lack  of  documentation  of  value  received  by 
patients.  Expectations  for  improvements  in  these  areas  have  been  outlined,  with  an  underlying 
focus  on  increasing  flexibility  in  meeting  the  needs  of  individual  patients  and  to  inform  the  health 
care  delivery  process  with  data. 

For  example,  a  triage  mechanism  improves  access  to  the  most  appropriate  level  of  care 
in  the  system.  An  individualized  treatment  approach  is  encouraged  with  decisions  based  on 
determinations  of  medical  necessity  and  measurement  of  patient  functioning  and  well-being. 
Case  management  is  recommended  for  all  inpatient  or  alternative  treatment  facility  admissions 
to  ensure  an  appropriate  post-discharge  regimen  and  follow-up  care. 

One  of  the  most  exciting  initiatives  involves  an  intensive  evaluation  of  treatment  for 
dq)ression  with  three  HMOs  offered  to  Digital  employees:  the  Fallon  Community  Health  Plan, 
the  Harvard  Community  Health  Plan,  and  the  Matthew  Thornton  Health  Plan.  The  group  will 
use  a  version  of  the  outcomes  module  for  major  depression  and  dysthymia,  an  assessment  tool 
developed  by  a  team  of  clinicians  led  by  G.  Richard  Smith  at  the  University  of  Arkansas. 
Presently,  a  pilot  study  is  underway  to  evaluate  and  refine  the  assessment  tools. 

The  objective  of  the  effort  is  to  collect  and  share  data  on  the  quality  of  care  with  the 
intent  of  using  the  information  to  improve  care  across  all  three  organizations.  Information 
learned  will  also  be  shared  with  other  providers  and  purchasers  in  order  to  promote  widespread 
improvemrats  in  the  management  of  depression  in  a  variety  of  managed  care  settings. 

C.  Federal  Express 

Federal  Express  mental  health  and  substance  abuse  benefit  costs  were  higher  in 
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comparison  to  similar  companies  and  rising  at  an  avnage  of  16  p^coit  per  year  from  1986 
to  1989. 

Their  analysis  revealed  that  they  were  experiaicing  an  increase  in  the  unit  price  of  mental 
health  services  as  well  as  an  increase  in  hospital  admissions  and  inpatient  l^gth  of  stay.  The 
absence  of  price  and  utilization  controls  in  the  health  plan  contributed  to  cost  increases  as  mental 
health  providers  sought  to  recover  from  Federal  Express  the  revenues  lost  due  to  control 
mechanisms  in  place  in  other  company  plans.  Additionally,  the  Federal  Express  health  plan 
offered  greater  benefits  for  inpatient  care  and  limited  benefits  for  outpatient  care,  driving 
employees  to  the  more  expensive  level  of  care. 

In  spite  of  the  increased  cost,  impact  analysis  revealed  decreasing  value  of  mental  health 
services  received  by  employees  and  their  families.  Many  individuals  were  reaching  the 
maximum  benefit  level  without  significant  improvement  in  mental  health  status. 

After  reviewing  proposals  and  conducting  site  visits.  Federal  Express  selected  a 
specialized  behavioral  services  vrador  to  manage  mental  health  utilization  and  pricing.  They 
also  amended  their  health  plan  to  remove  the  barriers  to  ou^tient  services  and  include  day 
treatment  and  residential  treatment,  thus  offering  a  full  continuum  of  mental  health  services. 

Federal  Express  saved  more  than  $18  million  in  the  first  three  years  of  the  managed  care 
program.  Savings  were  measured  indq)endently  by  claims  paid  data  in  their  MED-STAT  claims 
data  base.  Employee  satisfaction  has  risen  from  85  percent  at  the  onset  of  the  program  to  its 
current  level  of  91  percent.  Recidivism  has  remained  constant  since  implementing  the  plan. 


12 


246 


Mr.  Waxman.  Mr.  Dalton? 

STATEMENT  OF  WILLIAM  DALTON 

Mr.  Dalton.  Thank  you,  Mr.  Chairman.  Mr.  Chairman  and 
members  of  the  committee,  my  name  is  Bill  Dalton  and  I  am  here 
on  behalf  of  the  State  mental  health  commissioners  and  directors 
association,  NASMHPD.  I  also  represent  that  entity  on  an  advisory 
board  for  the  Center  of  Mental  Health  Populations,  which  not  only 
deals  with  adults  and  children  suffering  from  a  major  mental  ill- 
ness or  severe  emotional  disturbance,  but  vulnerable  elderly  popu- 
lations as  well. 

I  do  want  to  address  that  population  in  its  relation  to  the  Clinton 
plan. 

This  is  a  complicated  and  somewhat  scary  road  I  think  for  all  of 
us  that  we  are  traveling  right  now,  but  it  is,  as  Dr.  England  said, 
with  a  great  deal  of  relief  and  I  think  gratitude  that  we  have  em- 
barked upon  this  endeavor. 

So  the  first  very  strong  message  from  NASMHPD  and  from  my- 
self personally  is  that  it  is  about  time,  and  the  quicker  we  can  get 
on  with  it  and  address  some  of  the  difficult  internal  issues,  the  bet- 
ter off  we  will  be  on  behalf  of  serving  these  vulnerable  populations. 

Just  very  preliminarily,  in  addition  to  the  information  that  I  sub- 
mitted, I  thought  it  might  be  appropriate  to  make  sure  that  all  of 
us  dealt  with  three  or  four  principles  that  I  think  are  very,  very 
important  in  all  of  this,  and  I  think  then  you  will  see  how  they  con- 
nect with  the  benefits  plan  and  stuff  like  that. 

The  first  principle,  and  these  have  been  adopted  in  Vermont  by 
an  advisory  group  for  mental  health  and  substance  abuse,  is  that 
there  should  be  no  discrimination  in  services  at  all  across  the 
arena  of  health  care  reform.  What  that  means  is  that  people,  re- 
gardless of  age,  background,  economic  capacity,  or  label  or  degree 
of  disability,  ought  to  have  the  appropriate  array  of  services  nec- 
essary to  them,  that  there  should  be  equity  in  this  process,  cost 
containment,  managing  costs  into  the  future,  identifying  what  are 
appropriate  services  and  hoping  that  they  are  cost-effective  will 
have  to  go  hand  in  hand  with,  for  example,  the  triaging  of  a  system 
when  there  is  simply  not  going  to  be  enough  money,  particularly 
to  start  with,  to  go  around. 

I  think  over  time  that  can  change,  but  we  certainly  are  not  going 
to  start  from  that  point.  We  are  going  to  have  to  build  something 
into  the  future.  But  equity  means  that  if  you  suffer  from  an  acute 
or  chronic  condition  of  substance  abuse  or  mental  health  needs, 
mental  illness,  that  you  should  be  treated  as  fairly  as  someone 
with  a  regular  health  benefit. 

That  consumers  should  have  choice,  that  we  should  have  a  sys- 
tem that  will  clearly  give  them  some  opportunities.  We  will  not  be 
able  to  fund  every  kind  of  a  service,  but  we  should  have  choices  for 
people  in  determining  what  is  the  most  appropriate  service  for 
them,  and  it  should  be  driven  by  the  consumers,  that  it  should  be 
comprehensive.  The  comprehensiveness  is  very  important  and  it  is 
probably  the  primary  reason  why  substance  abuse  and  mental 
health  services  need  to  attain  parity  with  regular  health  care  bene- 
fits. 
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I  think  that  picking  up  on  the  theme  of  ensuring  that  we  have 
proper  data  that  shows  what  the  outcomes  are,  that  the  providers 
of  mental  health  and  substance  abuse  services  will  be  very  quickly 
very  capable  of  showing  the  impact,  not  only  in  terms  of  improved 
mental  health  of  individuals,  but  improved  general  health  of  indi- 
viduals, if  the  right  array  of  services  are  available  in  this  arena. 

So  with  those  four  basic  principles,  I  would  ask  you  to  consider 
them  as  you  take  a  look  at  this  plan  or  any  other  plan,  or  as  you 
consider  modifying  that  plan.  I  think  that  there  are  ways  of  mak- 
ing it  cost-effective  without  abridging  these  principles.  I  think  it 
will  take  a  lot  of  hard  work,  but  I  really  believe  that  it  can  be  done. 

The  association,  NASMHPD,  believes  that  it  can  be  done,  and  I 
think  that,  as  Dr.  England  has  said,  there  are  ways  of  proving  that 
it  can  be  done. 

Let  me  emphasize  that  if  nothing  else,  we  must  have  a  strong 
database  that  will  take  us  into  the  future.  If  we  don't  begin  to  iden- 
tify and  work  towards  changing  systems  that  are  not  efficacious, 
this  is  not  just  mental  health,  not  just  substance  abuse,  this  is 
throughout  the  whole  delivery  system,  that  we  won't  gain  much 
ground. 

We  really  have  to  know  that  what  we  are  doing  works.  If  there 
is  nothing  else  that  comes  out  of  Federal  legislation,  I  would 
strongly  urge  you  to  hold  all  of  us  accountable  for  what  it  is  that 
we  are  putting  in  place  in  terms  of  these  systems. 

I  think  that  is  a — I  just  can't  emphasize  how  strongly  that  had 
message  should  be  taken. 

My  second  basic  message  is  that  this  system  absolutely  must  be 
driven  by  consumers,  and  health  care,  mental  health  care,  sub- 
stance abuse  care  in  the  past  has  simply  not  done — ^that  has  not 
occurred.  So  that  we  need  to  pay  very  close  attention  and  give  more 
time  to  the  folks  at  the  other  end  of  this  table  today. 

I  think  that  when  I  talk  about  consumers,  I  mean  people  who  are 
receiving  services,  family  members,  the  communities  of  people  who 
are  receiving  these  services,  if  we  really  believe  in  sort  of  a  family 
preservation  approach  to  where  life  is  going  to  go,  then  we  need  to 
include  all  of  these  people  in  the  decision-making  process,  and  not 
leave  it  simply  to  the  professionals.  Again,  I  think  that  is  some- 
thing that  you  can  very  easily  in  effect  mandate. 

I  will  leave  it  at  that.  A  parting  comment  would  be  that  the 
President  did  say  that  this  was  a  Health  Security  Act  in  terms  of 
the  low  income  populations,  the  most  disabled  populations,  that  se- 
curity must  be  afforded  in  some  fashion,  and  we  can  talk  about  the 
benefits. 

Mr.  Waxman.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Dal  ton  follows:] 
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STATEMENT     OF     WILLIAM  DALTON 

The  National  Association  of  State  Mental  Health  Program  Directors  welcomes  the 
oppommity  to  offer  reactions  to  the  President's  "Health  Security  Act"  as  it  may  potentially 
impact  public  mental  health  systems. 


Financial  Role  of  State  Mental  Health  Agencies 

In  fiscal  year  1990  the  50  state  mental  health  systems  expended  $12.2  billion.  Of  this 
$12.2  billion,  57%  was  devoted  to  ii^atient  psychiatric  treatment  ($7.0  billion)  and  38%  was 
devoted  to  community  mental  health  services  ($4.6  billion).  Each  year  the  composition  of  state 
mental  health  spending  changes  away  from  iiq)atient  services  and  towards  community  services. 

Of  this  FY  1990  $12.2  billion,  $9.83  billion  was  derived  from  state  general  revenue 
(including  $610,365  million  in  state  match  for  Medicaid)  and  $1,031  billion  was  derived  from 
federal  Medicaid  (8.45%  of  the  $12.2  billion).  Additionally,  in  FY  1990,  $3.1  billion  in 
Medicaid  payments,  not  directly  "controlled"  by  the  state  mental  health  agency  (SMHA)  was 
"channeled"  through  the  SMHA  to  community  programs.  Medicaid  and  state  general  revenue 
are  the  two  most  significant  revenue  sources  of  public  mental  health  programs. 

The  $12.2  billion  in  SMHA  expenditures  is  slightly  less  than  50%  of  all  public  mental 
health  expenditures  in  the  nation  (including  Medicaid,  VA,  Medicare,  and  county  and  other  local 
government  expendimres).  The  public  mental  health  expendimre  of  $28.0  billion  compares  with 
a  total  direct  national  mental  health  services  expendimre  (in  FY  1991)  of  $68  billion  (or 
41.18%). 

In  FY  1988,  4.7  million  persons  with  mental  illnesses  were  served  in  the  50  state  mental 
health  agencies  funded  or  operated  mental  health  organizations. 


SMHAs  and  the  Clinton  Plan 

NASMHPD  endorses  the  Clinton  proposed  goals  of: 

(1)  universal  access  to  health  insurance; 

(2)  a  prohibition  on  lifetime  limits  on  benefits; 

(3)  a  prohibition  on  exclusions  based  on  pre-existing  conditions; 

(4)  a  guarantee  of  portability  of  insurance  coverage; 

(5)  the  use  of  community  ratings  which  no  longer  permit  experience  ratings;  and 

(6)  creation  of  a  standardized  benefits  package  which  includes  a  mental  health  benefit. 

NASMHPD  further  endorses: 

(7)  The  full  integration  of  persons  on  Medicaid  into  the  purchasing  alliances/ AHP 
reform  strucwre; 

(8)  Complete  parity  between  mental  health  and  physical  health  benefit  coverage;  and 
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(9)  The  goal  of  the  integration  between  the  public  and  private  mental  health  specialty 
sectors  which  recognizes  flexible  and  varied  approaches  consistent  with  state 
circumstances; 

(10)  Continuation  of  all  current  law  Medicaid  long  term  options  for  anyone  currently 
eligible  for  Medicaid  and  creation  of  the  proposed  new  long  term  care  option 
which  allows  much  state  flexibili^;  and 

(11)  Creation  of  die  proposed  new  100%  federally  funded  children's  program. 

National  health  care  reform  wiU  intact  each  state,  financially  and  socially,  in  different  ways. 
We  encourage  the  Congress  to  be  sensitive  to  these  state-by-state  variations.  Among  the  factors 
which  will  determine  the  impact  of  national  health  care  reform  on  the  states  are: 

(12)  The  state's  current  state  initiated  health  care  reform  situation; 

(13)  The  state's  current  state  initiated  public  mental  health  reform  situation; 

(14)  The  private  sector  managed  mental  health  experience; 

(15)  The  state's  currently  insured  and  uninsured  situation; 

(16)  The  scope  of  any  state  mandated  mental  health  insurance  coverage; 

(17)  The  state's  use  of  the  Medicaid  options  allowed  in  current  law;  and 

(18)  The  state's  HCFA  waiver  situation  promoting  Medicaid  reform. 

NASMHPD's  problems  and  concerns  with  the  Clinton  proposed  "Health  Security  Act" 
include: 

(19)  The  proposed  mental  health  benefit  not  only  rejects  the  principle  of  parity  with 
physical  health  but  is  an  unrealistically  limited  benefit  which  will  not  well  serve 
persons  with  any  serious  mental  illness; 

(20)  The  more  modest  the  standardized  mental  health  benefit,  the  more  unlikely  public- 
private  sector  integration  will  occur.  The  more  modest  the  mental  health  benefit, 
the  greater  the  burden  placed  on  the  state  system; 

(21)  The  proposed  coinsurance  obligations  (deductible  and  copayment)  are  totally 
unrealistic  for  modest  income  individuals  and  will  result  in  reduced  access  to 
medically  necessary  mental  health  services; 

(22)  The  failure  to  count  many  of  these  coinsurance  obligations  toward  the  out-of- 
pocket  limit,  will  further  result  in  reduced  access  to  medically  necessary  mental 
health  services; 

(23)  The  provision  whereby  the  non-cash  (non-SSI,  non-AFDC)  Medicaid  population 
no  longer  receives  the  acute  care  benefit  offered  through  Medicaid  in  Medicaid 
generous  states,  combined  with  the  new  coinsurance  obligations  which  such 
persons  do  not  currently  incur  under  Medicaid,  will  result  in  a  reduction  of 
medically  necessary  mental  health  services  in  some  states; 

(24)  The  combination  of  these  modest  benefits,  extraordinary  coinsurance  obligations, 
and  reductions  in  Medicaid  coverage  for  the  non-cash  population  will  have  an 
especially  negative  impact  on  some  children  with  serious  emotional  dismrbance; 

(25)  States  are  concerned  with  the  shon  term  financial  instability  and  chaos  resulting 
from  the  proposed  elimination  of  the  Medicaid  disproportionate  share  hospital 
program;  and 
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(26)  The  revised  defmition  of  Medicaid  "long  term  care  services"  (Section  4221  (c) 
does  not  include  the  existing  authority  for  Medicaid  institutions  for  mental 
diseases  (IMDs)  for  persons  under  the  age  of  22  years  and  over  the  age  of  64 
years.  In  FY  1991 ,  44  states  expended  $1 . 114  billion  in  Medicaid  IMD  services 
for  persons  over  the  age  of  64  years  and  39  states  expended  $895,803  million  in 
Medicaid  IMD  services  for  persons  under  the  age  of  22  years.  Thus,  persons 
with  serious  mental  illness,  aiid  the  states  serving  them  would  lose  $2.(XX)  billion 
in  IMD  payments. 

•  Technical  Correction:  This  $2  million  loss  could  be  averted  by 
amending  Section  4221  (c)  by  including  in  the  definition  of 
Medicaid  long  term  care  services,  IMDs  as  authorized  in  current 
law  section  1905(a)(14)and  (16). 

The  proposed  integration  of  the  public  and  private  specialty  mental  health  systems  has 
been  substantially  undermined  by  a  very  modest  and  inadequate  mental  health  benefit.  The 
integration  has  been  further  undermined  by  a  failure  to  authorize  funds  for  the  proposed  "pilot 
program"  (section  3521),  failure  to  specifically  authorize  more  flexible  uses  of  Medicaid  for 
purposes  of  achieving  integration,  and  for  failure  to  specifically  authorize  state  government's 
ability  to  govern  alliances  and  AHPs  in  regards  to  the  management  of  the  mental  health  benefit. 


Health  Care  Reform  and  Mental  Health  Reform  in  Vermont 


Attached  is  the  Vermont  health  care  reform  standardized  benefit,  with  parity  for  mental 
health,  offered  to  all  Vermonters. 

Handed-out  at  the  hearing  will  be  detailed  documents  on  the  Vermont  Health  Care 
Authority's  acconplishments  to  date  and  the  Vermont  Health  Authority's  long  tenn  care 
proposal.  Mr.  Dalton  will  discuss  the  linkages  and  relationships  between  acute  health  care  reform 
and  long  term  care  reform 
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Mr.  Waxman.  Mr.  McCardle.  j 
STATEMENT  OF  FRANK  B.  McARDLE  1 

Mr.  McArdle.  Mr.  Chairman,  members  of  the  committee,  my! 
name  is  Frank  McArdle.  I  am  a  consultant  with  Hewitt  Association 
and  I  manage  Hewitt  Research  functions  here  in  Washington  D.C.j 
I  am  accompanied  by  Jack  Mahoney,  a  physician  with  a  back-' 
ground  in  psychiatry,  addiction  medicine  and  public  health,  and| 
Jack  has  been  very  active  in  the  design  of  the  managed  mental  | 
health  programs  that  we  will  talk  about  during  our  testimony.  | 

What  we  would  like  to  do  this  afternoon  is  really  cover  twoi 
things,  give  you  our  preliminary  reactions  to  the  design  of  the  , 
Health  Security  Act,  but  also  to  illustrate  for  you  what  we  think  I 
is  the  most  important  principle,  which  is  that  the  cost  of  this  plan  I 
is  going  to  vary  very  dramatically  with  the  particular  design.  | 

We  use  a  database  that  has  8  million  lives  in  it,  it  has  very  re- 1 
cent  data  in  it  for  1991,  and  it  captures  the  more  recent  informa- 1 
tion  that  typically  is  not  in  the  older,  historical  databases  that  gov- 
ernment actuaries  use. 

Now,  when  I  use  the  term  managed  mental  health,  I  recognize  i 
it  is  a  controversial  term  and  it  has  a  lot  of  different  meanings. 
Sometimes  it  is  used  to  describe  a  system  that  denies  care  or  shifts 
costs. 

We  don't  design  a  system  that  way.  We  design  one  that  optimizes 
the  needs  of  the  individual  by  seeing  they  get  the  appropriate  serv- 
ices in  a  timely  fashion.  So  a  good  managed  mental  health  program 
will  provide  easy  access  to  care  to  a  qualified  person  who  can  direct 
them  to  the  right  treatment  resource  and  then  manage  that  care 
over  a  period  of  time.  A  state  of  the  art  managed  mental  health 
program  can  give  you  better  benefits  at  lower  cost  and  we  will  try 
and  illustrate  that  for  you  with  some  numbers. 

The  degree  of  savings  that  can  be  realized  are  really  quite  dra- 
matic. Mary  Jane  mentioned  some  employers  and  there  are  case 
studies  where  savings  of  25  percent  to  35  percent  are  not  uncom- 
mon, and  in  some  situations,  even  greater  savings. 

Let  me  clarify  that  when  I  am  talking  about  a  managed  program, 
I  am  not  talking  about  an  HMO.  An  HMO  would  budget  a  low,  flat 
fee  per  enrollee.  What  we  are  talking  about  is  using  a  fee-for-serv- 
ice  plan  with  case  management  and  it  has  different  financial  incen- 
tives. So  it  costs  more  money  than  a  typical  HMO  would  budget, 
but  sometimes  it  results  in  better  care. 

What  we  have  done  is  taken  the  President's  proposed  mental 
health  benefit,  and  you  should  have  a  chart  with  the  oral  testi- 
mony, that  may  be  easier  to  follow  along  with  the  numbers,  and 
what  we  have  done  is  priced  the  benefit  in  two  different  ways. 

One  is  we  priced  it  as  if  it  were  a  totally  unmanaged  benefit. 
There  you  see  on  the  top  line  that  it  would  cost  about  $210  per  cov- 
ered life,  or  $164  if  it  were  a  fully  managed  program  that  were  a 
low  cost-sharing  option.  If  we  convert  those  numbers  to  a  cost  per 
single  adult,  again,  you  see  similar  things  in  chart  2  as  a  cost  per 
single  adult,  it  would  be  $242  for  an  unmanaged  plan  versus  $189 
for  a  fully  managed  low-cost  sharing  plan. 

It  appears  that  our  pricing  is  fairly  close  to  the  administration's, 
although  I  can't  tell  you  exactly  how  close  because  we  don't  know 
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what  assumptions  they  have  used.  Dr.  Feder  this  morning  said 
$241.  Earlier  in  medicine  and  health  they  reported  $256,  so  we 
don't  know  exactly. 

But  you  can  see  from  these  numbers  in  chart  2  that  we  are  in 
the  same  ballpark.  Where  we  differ  from  the  administration  is  in 
two  ways.  One,  in  our  model,  the  share  that  goes  to  mental  health 
is  smaller  than  in  the  administration's.  If  I  understand  their  num- 
bers correctly,  about  13  percent  of  the  total  premium  would  go  to 
mental  health  in  their  package. 

In  our  situation,  when  you  get  to  13  percent,  that  is  already  a 
problem  level.  We  see  10  percent  as  a  more  typical  level. 

The  second  thing  is,  if  you  look  at  these  charts  and  go  from  the 
top  to  the  bottom,  what  we  see  is  a  much  greater  potential  to  save 
money  by  using  these  managed  care  programs,  and  what  these  do 
is  as  you  are  going  down  this  chart,  you  are  having  richer  benefits 
without  limits,  and  you  can  see  that  you  can  do  that  if  it  is  man- 
aged properly  for  a  cost  that  is  equal  to  or  less  than  what  the  ad- 
ministration seems  to  be  pricing. 

So  there  is  good  news  there  in  that  there  is  a  potential  to  offer 
benefits,  generous  benefits,  and  if  the  care  is  managed,  to  do  so  in 
a  cost-effective  way. 

A  good  feature  of  the  Health  Security  Act  is  that  it  does  cover 
case  management,  and  that  can  be  very  cost-effective.  But  one 
problem  is  that  it  is  a  discretionary  service,  it  is  not  mandatory. 
If  it  were  mandatory,  you  would  have  bigger  savings. 

Finally,  there  was  a  lot  of  discussion  about  limits  this  morning, 
and  we  would  have  more  to  add  if  you  want  to  in  the  questions  and 
answers,  but  you  pointed  out,  Mr.  Chairman,  that  some  Medicaid 
patients  have  richer  benefits  now  than  they  would  under  the  stand- 
ard package.  I  would  just  add  that  there  are  many  workers  now 
who  have  richer  mental  health  benefits  than  they  would  under  the 
standard  package,  and  under  this  proposal,  if  they  have  to  buy 
through  the  regional  alliance,  they  would  lose  those  benefits,  poten- 
tially lose  those  benefits. 

So  the  news  is  good  in  that  there  is  the  capability  to  manage  the 
cost,  but  the  plan  has  to  be  designed  in  a  way  to  capitalize  on  it. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  McArdle. 

[Testimony  resumes  on  p.  282.] 

[The  prepared  statement  of  Mr.  McArdle  follows:] 
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Statement  of 
Frank  B.  McAidle,  Ph.D. 
John  J.  Mahoney,  M.D.,  MPJi. 
of 

Heivitt  Associates 

Mr.  Chairman  aiKl  Members  of  the  Committee,  my  name  is  Frank  McAidle.  I  am  a 
consultant  with  Hewitt  Associates,  and  I  manage  our  firm's  Research  Group  based  here  in 
Washington,  D.C  I  have  been  working  in  the  field  of  public  and  private  benefit  programs  for 
more  than  17  years.  In  fact,  during  my  prior  career  with  ttie  Senate  Special  Committee  on 
Aging,  I  spent  a  great  deal  of  time  in  the  oversi^  of  the  Social  Security  Administration's 
reviews  of  the  mentally  disabled  and  in  the  craftii^  of  remedial  legislation.  So  I  am 
especially  sensitive  to  definitions  of  mental  illness  that  find  their  way  into  the  law  aiKi  how 
they  can  be  turned  and  twisted  in  opposite  directions. 

With  me  today  is  Dr.  Jack  Mahoney.  Jack  is  an  M.D.  and  a  M.P.H.,  a  physician  with  broad 
experience  in  the  fields  of  psychiatry,  addiction  medidrte,  and  public  health,  who  has  been 
very  active  in  the  design  of  the  latest  generation  of  managed  mental  health  programs  in  the 
private  sector.  He  is  based  in  our  Connecticut  office. 

Hewitt  Associates  is  an  intematioital  consulting  firm  specializing  in  the  design,  financing, 
communication,  and  administration  of  en^loyee  benefit  programs.  We  provide  consulting 
services  to  over  75  percent  of  ttie  Fortune  500  companies  and  have  an  active  client  base  of 
over  2,000  employers.  We  have  been  in  business  for  more  tiian  50  years,  and  employ  more 
than  3,500  associates  in  most  of  the  states  represented  by  this  Committee. 

We  are  honored  to  be  here  today.  The  subject  of  ttds  hearing  is  one  of  the  most  difficult  and 
iirqx)rtant  ones  you  will  have  to  address  as  part  of  national  health  care  reform.  To  his  credit. 
President  Clinton  urged  us  all  to  engage  in  a  constructive  debate  of  his  proposal  and  to  be 
honest  about  those  areas  where  w^  coEectiv^,  don't  have  the  answers. 

-1- 
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We  at  Hewitt  Associates  do  not  represent  anyone  here  today  except  ourselves.  We  are  not 
doing  work  for  any  provider  groups.  We  have  no  direct  business  interest  in  any  managed 
mental  health  vendor  relationships.  We  are  not  lobbyists  or  lobbjdng.  But  we  do  have  an 
interest  in  sound  public  policies  regarding  the  standard  benefit  package  tmder  health  care 
reform,  and  we  welcome  the  opportunity  to  share  our  professional  expertise  with  this 
distinguished  Committee  as  a  public  service. 

What  we  will  do  today  is  draw  upon  our  experience  in  designing  mental  health  programs  for 
large  employee  populations  to  give  you  some  preliminary  reactions  to  the  design  of  the 
President's  proposed  mental  health  benefit;  sketch  out  for  you  how  we  ourselves  would  go 
about  designing  such  a  package  for  a  large  employer;  and  illustrate  for  you  how  the  costs  of 
the  benefit  are  dramatically  affected  by  the  particular  design  of  the  program. 

Where  we  particularly  add  value  is  through  our  large  private  database  and  extensive 
experience  in  designing  cost  effective,  high  quality  programs.  Our  actuarial  model  is  based 
on  data  from  our  claims  database  of  private  employers'  experience  for  active  employees.  Our 
current  claims  database  includes  data  from  employers  that  accumulates  to  eight  million  life 
years  of  experience.  This  data  was  supplemented  by  the  actual,  hands-on  experience  of  our 
leading  mental  health  consultants  and  actuaries,  like  Jack,  who  have  helped  large  employers 
control  costs  throug^h  the  introduction  of  managed  mental  health  programs.  With  this  model, 
we  can  determine  the  cost  impact  of  changing  both  the  plan  design  and  the  delivery  of 
managed  mental  health  benefits. 
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The  experience  of  this  latest  generation  of  managed  mental  health  plans  will  not  be  captured 
by  the  older,  historical  data  sets  and  academic  studies  typically  available  and  used  by 
government  actuaries  and  policy  analysts.  But  we  do  have  extensive  experience  with  such 
programs  and  they  offer  some  very  positive  opportunities  for  the  Congress  in  designing 
mental  health  benefit  options. 

HEALTH  SECURITY  ACT 

Over  the  last  several  months,  we  have  observed  the  careful  consideration  and  internal  debate 
the  Administration  has  given  to  its  proposal  In  fact,  we  notice  significant  differences 
between  the  mental  health  benefit  as  described  in  the  preliminary  239-page  draft 
specifications  of  early  September,  relative  to  the  legislative  language  introduced  on 
November  20, 1993. 

Many  of  these  differeiKes  reflect  design  improvements,  in  oiir  opinion,  aiKl  they  strengthen 
certain  broad  concepts  that  would  be  very  helpful  in  designing  a  national  mental  health 
benefit. 

For  example,  the  Health  Security  Act  would  cover  inpatient  and  outpatient  mental  illness  and 
substance  abuse  treatment,  as  well  as  less  restrictive  and  less  expensive  alternatives  to 
inpatient  hospitalizatioiL  The  earlier  veraon  had  a  reimbursement  bias  that  favored  inpatient 
hospitalization,  but  the  recent  legislative  language  attempts  to  correct  for  any  such  bias  by: 

•    Limiting  coverage  to  the  least  restrictive  inpatient  or  residential  setting; 
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•  Giving  the  health  plan  the  discretion  to  cover  iisually  less  expensive,  intensive 
noiu-esidential  treatment; 

•  Allowing  for  the  substitution  of  2  days  of  intoisive  nonresidential  treatment  for  each  day 
of  inpatient  treatment;  and 

•  Allowing  for  the  substitution  of  4  outpatient  visits  for  each  inpatient  day  if  it  would  cut 
down  or  eliminate  more  expensive  hospitalization. 

In  other  words,  the  Clinton  proposal  sets  limits  on  what  will  be  covered/  as  do  more  than  90 
percent  of  large  employer  plans.  But  it  does  so  in  a  way  that  attempts  to  give  plans 
maximum  flexibility  to  substitute  more  effective  treatments  and  it'  provides  for  ways  to 
override  the  limits  where  there  is  a  medkal  necessity  to  do  so. 

Hewitt  Associates  maintains  an  extensive  dats^base  on  benefit  plan  provisions.  We  have 
information  on  the  mental  illness  and  substance  abuse  programs  for  1J033  of  the  employers  in 
the  database.  The  data  represents  plan  provisions  from  564  indemnity  plans  (fee-for-service), 
371  preferred  provider  organizations  (PPO),  and  98  point-of-service  (managed  caie)  plans. 
The  following  two  charts  summarize  the  special  limits  under  the  mental  illness  and  substance 
abuse  provisions  of  these  fdans. 
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Inpatient  Limits 


Percent 
of  Total 


No  special  limits  7% 

Limits  for  both  MI  and  SA  82% 

Special  limits  for  MI  only,  no  SA  limits  2% 

Special  limits  for  SA  only,  no  MI  limits  6% 

Ottier  (&g^  limit  for  MI  and  SA  not  covered)  2% 

Not  covered  <  1% 

Data  not  available  <  1% 


Outpatient  Limits 


Percent 
of  Total 


No  special  Umits  4% 

Limits  for  bodi  MI  and  SA  87% 

Special  limits  for  MI  only,  no  SA  limils  5% 

Special  limits  for  SA  only,  no  MI  limits  1% 

Ottier  (e.gv  limit  for  MI  and  SA  not  covered)  3% 

Not  covered  <  1% 


This  data  indicates  that  most  employer  plans  are  in  line  with  the  proposed  Health  Security 
Act  provisions  which  limit  both  mental  iDness  and  substance  abuse  services. 

Even  witii  all  this  flexibility,  however,  you  should  recognize  titat  very  many  employees, 
particularly  tiiose  with  large  employers  or  in  tmion  plans,  will  have  more  generous  maital 
illness  benefits  than  the  Health  Security  Act  provides.  These  employees  would  suffer  a 
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benefit  cut  if  they  were  required  to  obtain  their  coverage  through  the  regional  alliance/  which 
most  would  be  as  the  plan  is  written.  Fortunatdy,  tho-e's  an  option  to  "fix"  this  problem,  if 
the  Congress  were  to  incorporate  a  provision  that  Senator  Kennedy,  Chairman  Waxman  and 
others  had  included  in  their  earlier  versions  of  mandatory  health  insurance:  actuarial 
equivalence.  In  other  words,  if  current  employees  are  receiving  medical  benefits  that  are 
actuarially  equivalent  or  better  than  the  standard  benefit  package  under  the  Health  Security 
Act,  it  makes  little  sense  to  force  them  to  undergo  a  benefit  cut  or  to  restructure  the  plan  into 
a  basic  plan  and  a  supplemental  plan  that  will  not  necessarily  replicate  what  they  have  now. 
It  would  be  particularly  difficult  to  supplement  the  coverage  differences  in  the  mental 
illness/substance  abuse  benefit  because  of  the  limits  on  covered  days  and  visits.  In  those 
situations  where  the  current  coverage  is  equivalent  to  or  better  than  the  standard  package, 
employers  should  be  permitted  to  continue  offering  that  current  plan. 

Another  good  feature  of  the  Clinton  plan  is  that  it  allows  for  the  coverage  of  case 
management,  meaning  the  services  that  help  individuals  gain  access  to  needed  medical, 
social,  educational  and  other  services.  This  can  be  a  very  cost-effective  way  of  directing 
patients  to  the  needed  services.  Coupled  with  the  coverage  it  provides  for  screening  and 
assessment  and  crisis  services,  these  features  of  the  bill  allow  for  a  plan  that  is  set  up  to 
intervene  early  in  the  episode  of  care  and  to  mix  and  match  the  most  effective  combination  of 
services.  This  treatment  flexibility  is  extremely  important  to  a  truly  cost-effective  program. 
We  have  foimd  that  merely  limiting  tiie  number  of  outpatient  visits  or  severely  limiting  the 
coverage  for  mental  illness  and  substance  abuse  has  proven  to  be  a  short-sighted  approach, 
producing  some  short-term  savings  without  the  appropriate  treatment  The  results  tend  to  be 
high  relapse  and  recidivism  rates,  with  employees  reentering  the  system  on  multq>le 
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occasions  for  the  same  condition^  ultimately  compounding  the  long-tenn  cost  problem.  As  an 
alternative,  managed  mental  illness/substance  abuse  treatment  is  clearly,  in  our  opinion,  the 
most  cost-effective  long-term  approach. 

In  other  words,  using  a  state-of-the-art  managed  mental  health  plan  design  can  result  in 
substantially  improved  benefits  for  participants  at  the  same  or  reduced  cost.  This  is 
accomplished  by  reductions  in  inpatient  and  outpatient  utilization,  by  resolving  many 
individuals'  problems  with  short-term  interventions,  by  directing  the  longer-term,  more 
serious  treatment  to  appropriate  providers,  and  by  negotiating  discoimts  with  providers. 

Finally,  the  Clinton  plan  recognizes  that  the  impact  of  mental  illness  and  substance  abuse  is 
felt  not  only  by  the  individual  concerned,  but  also  by  the  person's  family.  And  it  would 
provide  for  the  coverage  of  additional  collateral  services  for  the  family  members,  for  up  to  30 
visits  of  outpatient  treatment  To  illustrate  the  importance  of  this  family  treatment 
orientation,  consider  the  results  of  a  study  for  the  McDonndl  Douglas  Company,  designed 
and  coauthored  by  my  colleague  Jack  Mahoney.  It  foimd  that  the  provision  of  managed 
mental  health  services  to  employees,  including  collateral  services  to  dependents,  saved  even 
more  on  dependent  medical  claims  ($3  million  over  4  years)  than  its  considerable  savings  in 
employee  claims  ($Z1  million). 

We  would  also  like  to  be  dear  about  our  use  of  terms.  As  far  as  the  quality  of  care  is 
concerned,  we  have  noted  a  tendency  to  define  "managed  mental  health  care"  as  care 
provided  through  Health  Maintenance  Organizations  (HMOs).  We  would  like  to  emphasize 
to  you  that  in  our  experience,  the  quality  of  care  provided  through  a  managed  mental  health 
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program  can  be  superior  to  the  average  HMCs  capitated  approach.  HMOs  are  paid  a  low 
flat  fee  per  enroUee,  and  they  "manage"  mental  illness  and  substance  abuse  by  adopting  a 
system  of  benefit  design  or  utilization  decisions  that  may,  in  effect/  deny  care;  and  certain 
poor  outcomes,  especially  for  the  more  serious  or  chronic  conditions,  have  been  documented 
by  some  recent  studies. 

In  contrast,  most  of  the  major  mental  illness  and  substance  abuse  vendors  manage  care 
through  true  case  management,  beginning  at  the  intake  session,  and  they  couple  this 
utilization  monitoring  with  discounted  fee-for-service  payments  to  providers.  This  allows  for 
more  appropriate  and  better  quality  treatment,  but  it  costs  more  than  HMOs  typically  spend 
for  mental  health  care.  The  t3rpical  HMO  targets  a  budget  of  approximately  $5.00  per  member 
per  month  for  mental  illness  and  substance  abuse  spending  (the  actual  nimiber  reported  by 
InteiStudy  in  1989  was  $2.69).  This  level  of  HMO  spending  is  lower  than  the  cost  per  covered 
life  in  the  managed  mental  health  programs  we  are  describing,  which  is  about  twice  as  high. 
Thus,  the  managed  mental  health  programs  save  money  long-term  by  making  more  effective 
use  of  resources,  not  by  den3dng  care  in  the  short-tenn. 

Unfortunately,  the  term  "managed  mental  health  care"  is  not  used  consistently.  Many  times 
it  is  used  for  a  system  which  limits  both  access  and  treatment  and  shifts  costs  to  the  patient. 
We  tmderstand  managed  mental  health  care  as  a  system  which  is  optimized  to  meet  the 
needs  of  the  individual  and  resolve  their  psychiatric  or  chemical  dependency  condition  with 
timely,  appropriate  treatment 
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We  believe  this  results  in  optimum  efficiency  and  cost  managonent  To  accomplish  this,  the 
system  must  have  an  entry  point  or  gatdceeper,  v^ch  is  readily  accessible.  This  gatekeeper 
must  be  able  to  determine  the  scope  of  ttie  individual's  |x-oblem,  direct  them  to  the 
appropriate  treatment  resource,  and  monitor  ttteir  care.  There  must  be  a  wide  array  of 
treatment  options  and  providers  to  assure  that  the  individual  gets  appropriate  and  high- 
quality  care.  Innally,  since  we  are  dealing  with  chronic  and  recurrent  conditions,  there  must 
be  ongoing  case  management  and  monitoring  to  assure  that  relapse  and  recidivism  are 
minimized. 


HOW  HEWin  ASSOCUTES  WOCU  STBUCTWE  A  PUUI 

CXir  observations  about  ttiree  cardinal  aspects  of  mental  illness  and  substance  abuse  are 
useful  to  restate,  prior  to  discussing  the  structure  of  a  mental  health  plan. 


1.  Mental  illness  and  substance  abuse  are  often  cfaronic  and  relapsing. 

While  mental  illness  and  substance  abuse  typically  present  themselves  as  acute 
conditions,  in  fact,  the  length  of  illness,  or  chroiddty,  is  usually  considerable.  Studies 
conducted  in  the  workplace  have  shown  that  individuals  with  these  conditions  often 
have  evidence  of  impaired  performance  (absenteeism  and  increased  use  of  health  care 
resources)  lasting  from  two  to  five  years.  The  inq>airment  may  exist  for  a  year  or  more 
before  the  affected  person  is  no  longer  al^  to  function  and  seeks  professional  assistance. 
That  marks  the  beginning  of  the  acute  phase  of  treatment,  which  may  take  anjrwhere 
from  a  few  weeks  to  many  mondis,  depending  on  ttte  severity  of  illness,  availability  of 
resources  and  the  appropriateness  of  the  care  given.  Witti  the  exception  of  some  minor 
conditions,  treatment  does  not  cease  at  the  end  of  tite  acute  phase  The  person  will 
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require  additional  support  and/or  monitoring  services  to  resume  normal  daily  tasks 
successfully  and  be  productive.  The  sources  of  support  include  both  mental  health 
professionals  and  immediate  family  members.  In  some  instances,  especially  with 
substance  abuse  and  psychoses,  there  is  a  high  probability  of  relapse  that  may  precipitate 
yet  another  period  of  acute  treatment. 

2.  These  conditions  affect  entire  families. 

The  person  with  a  mental  illness  or  substance  abuse  disorder  has  the  potential  to  impact 
the  physical  and  emotional  health  of  coworkers  and,  most  importantiy,  the  person's 
immediate  family.  Again,  worl^lace  studies  demonstrate  a  clear  relationship  between  an 
individual  family  member  being  treated  for  a  behavioral  illness  and  increased  medical 
claims  costs  for  an  entire  funily.  These  increased  costs  are  commonly  ascribed  to  physical 
conditions  but  may  also  be  for  behavioral  health  care. 

3.  Behavioral  illness  frequently  coexists  witfi  other  medical  conditions. 

Persons  with  these  conditions  typically  seek  medical  assistance  for  a  wide  range  of 
physical  problems.  These  may  be  directly  or  indirectly  related  to  the  behavioral  condition. 
For  example,  a  person  with  depression  may  have  a  wide  array  of  "ill-defined"  physical 
complaints  ranging  from  headaches  to  indigestion.  There  is  a  high  probability  that,  absent 
intervention  by  mental  health  professionals,  treatment  for  these  secondary  or  associated 
physical  conditions  may  continue  for  prolonged  periods.  Appropriate,  effective  treatment 
of  the  underlying  substance  abuse  or  mental  illness  can  produce  prompt  resolution  of 
both  the  behavioral  problem  as  well  as  the  physical  condition.  This  is  frequency  referred 
to  as  the  "offeet  effect"  While  mental  health  practitioners  are  well  acquainted  with  this 
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phenomaK>n,  we  know  of  no  study  which  finnly  documents  the  exact  magnitude  of  this 
offset  on  a  national  scale 


Qven  this  knov^edge  and  ttiese  observations,  we  would  recommend  the  following  structure. 


We  would  recommend  a  mmliikiim  of  financial  and  structural  barriers  to  access  care. 
Experience  gathered  in  Ae  workplace  by  Employee  Assistance  Programs  (EAPs)  has  taught 
us  the  value  of  prompt,  appropriate  treatment  ddivered  eariy  in  the  progression  of  a  mental 
illness  or  substance  abuse  condition.  When  addressed  at  dus  early  stage,  many  problems 
(approximately  60  p>ercent)  can  be  resolved  in  no  more  than  six  outpatient  therapy  visits  v^rith 
the  appropriate  therapist  We  bdieve  sudi  access  is  potentially  available  under  the  Health 
Security  Act  with  the  inclusion  of  screening,  assessment  and  crisis  services  to  be  provided  by 
aU  health  plans.  We  would  caution  that  to  be  elective,  it  is  especially  important  that  these 
services  must  be  provided  by  persons  v^k>  are  specifically  trained  and  have  practical  field 
experience  They  should  be  professionals  in  dte  areas  of  social  worig  psychology,  nursing  or 
medicine  and  have  special  traiidx^  in  the  area  of  substance  abuse. 

TREATMEIT  RESOURCES 

Effective  treatment  under  ttie  plan  should  not  be  Uased  toward  over-extensive  use  of 
ir^tient  facilities.  Effective  treatment  is  naore  dependent  on  a  vast  array  of  treatment 
modalities  and  professional  ddlls.  In  most  instances,  these  are  best  ddivered  in  the  outpatient 
setting.  Therefore  ttie  language  in  the  Health  Security  Act  which  encourages  treatment  in  the 
least  restrictive  treatment  setting  is  extremdy  useful,  as  is  the  ability  to  "swap"  inpatient 
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treatment  days  for  outpatient  treatment  sessions.  It  would  be  better,  however,  if  the 
discretional  element  were  narrowed  by  appropriate  treatment  protocols,  or  some  other 
mechanisnts  to  ensure  that  discretion  results  neither  in  the  routine  denial  of  the  care  or  in 
excessive  utilization.  The  issue  also  has  to  be  faced  that  there  may  be  situations  where 
individuals  have  exhausted  their  inpatient  visits  via  the  "swap,"  and  later  find  that  they  are 
in  desperate  need  of  inpatient  care  nonetheless. 

For  those  individuals  who  truly  require  inpatient  care,  the  provision  of  30  inpatient  days  per 
year,  with  the  possibility  of  additional  days  if  deemed  necessary  by  a  "professional 
designated  by  the  health  plan,"  is  usually  adequate.  This  said,  we  have  concerns  regarding 
the  role  of  this  "designated  health  professional."  In  current  practice,  decisions  regarding 
appropriateness,  or  medical  necessity,  are  made  by  a  wide  range  of  persons  who  are  said  to 
fit  this  descrq>tion.  The  result,  as  we  all  know,  produces  mzu'ked  inequities  in  care.  We 
strongly  believe  there  should  be  a  uniform  set  of  criteria  promulgated     the  National  Health 
Board  to  guide  the  decisions  of  these  health  professionals. 

Care  must  continue  to  be  delivered  after  the  acute  treatment  ends.  Typically,  this  is  a  series 
of  outpatient  visits  which  are  structured  to  meet  tihe  individual  patient's  specific  needs.  This 
could  be  accomplished  through  use  of  Ute  Health  Security  Acf  s  outpatient  benefit  or  through 
"swapping"  inpatient  days  for  outpatient  treatment  visits. 

Treatment  must  be  available  to  persons  who  have  a  relapse  or  recurrence  of  their  condition. 
Limitations  on  the  number  of  treatment  episodes  are  typically  ineffective.  We  believe  this  is 
possible  through  the  piesent  language  in  the  Health  Securtty  Act  However,  we  would  raise 


268 


the  same  cautions  mentioned  earlier  regarding  the  role  of  the  "designated  healtii 
professional"  in  assuring  equity  in  application  of  this  provision. 

COLLATERAL  SERVICES 

We  know  that  the  "target"  patient,  as  well  as  his  or  her  family,  requires  attention  and 
treatment  We  would  suggest  the  inclusion  of  collateral  care  services,  as  the  Health  Security 
Act  does. 

CASE  MANAeEMENT 

The  availability  of  all  of  these  services  is  not  enough  They  must  be  orchestrated  and 
coordinated.  In  our  experience,  this  case  management  function  is  essential  if  the  individual  is 
to  receive  appropriate  and  effective  services  at  an  accq>table  cost.  It  is  this  management 
function  which  has  led  to  the  success  of  managed  mental  health  sovices  in  the  workplace. 
We  are  pleased  to  see  tiiis  service  inchided  in  the  Act  but  wotild  suggest  that  it  might  be 
more  effective  as  a  mandatory  service  provided  by  all  plans.  Employois  who  have  "carved 
out"  the  mental  illness  and  substance  abuse  care  from  the  benefit  plan  and  applied 
specialized  clinical  skills  and  utilization/cost  methods  report  great  success  in  controlling  cost 
and  improving  quality.  Very  dramatic  decreases  in  cost  have  been  reported,  though  the 
results  can  be  quite  variable  across  companies. 
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COST  OF  MAIIAOH)  MENTAL  HEALTH  BBBITS 

As  an  iUustration,  Hewitt  Associates  has  used  our  actuarial  model  to  give  a  preliminary  price 
of  the  plan  the  Administration  is  currently  recommending  for  coverage  of  mental  illness  and 
substance  abuse  benefits. 

After  illustrating  the  cost  effects,  we  would  also  like  to  address  some  of  ttie  concerns  that 
have  been  expressed  with  respect  to  service  capacity. 

COSTS  AND  UTIUZATION 

The  description  of  benefits  payaUe  under  the  Health  Security  Act  and  ttieir  interrelated  limits 
on  services  is  not  a  typical  design  of  current  employer  plans.  As  such,  we  have  taken  liberty 
to  make  "conservative"  interprefations  of  the  provisions  to  fit  our  standard  actuarial  pricing 
model  These  assumptions  are  described  in  a  later  section  of  this  testimony  (Appendix  A). 
(Modifications  of  tiiose  assumptions  would  naturally  raise  the  pricing  to  varying  degrees,  so 
Congress  would  be  well  advised  to  introduce  as  much  precision  as  possible  in  defining  its 
intent) 

We  have  taken  the  approach  of  devdoping  costs  for  the  Health  Security  Act  plan  provisions 
based  on  two  different  scenarios  for  managing  the  same  covered  services:  First,  we  priced  an 
"unmanaged"  plan  at  $210  per  covered  life  under  the  hi^  cost-sharing  plan  in  1994.  Then, 
we  priced  a  managed  pbm  at  $143  per  covered  life.  The  estimated  cost  under  the  low  cost- 
sharing  plan  is  $164  per  covered  life.  The  low  cost-sharing  plan  cost  assumes  the  same  level 
of  utilization  savings  and  discounts  as  the  managed  high  cost-sharing  plan.  These  costs  are 
based  on  claims  data  provided  to  Hewitt  Associates  from  large  employers  in  the  United 
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States.  We  have  not  attempted  to  adjust  these  costs  for  the  potentially  different  utilization 
experience  of  the  non-working  or  the  uninsured  populations. 

If  we  took  the  50  percent  outpatient  benefit  and  increased  the  benefit  to  80  percent,  the  cost 
per  covered  life  (in  1994  dollars)  would  rise  to  $235  under  the  unmanaged  high  cost-sharing 
plan;  $162  under  the  managed  plan;  and  $173  under  the  low  cost-sharing  plan. 

If  we  made  the  outpatient  benefit  unlimited  visits  at  80  percent  coinsurance  and  made 
inpatient  days  unlimited,  the  cost  per  covered  life  would  rise  to  $263  imder  the  immanaged 
high  cost-sharing  plan;  $188  under  the  managed  plan;  and  $197  under  the  low  cost-sharing 
plan.  This  cost  is  close  to  what  the  mental  health  benefit  would  cost  (in  1994  dollars)  in  the 
year  2001,  when  the  baiefits  are  scheduled  to  increase  tmder  the  proposed  Health  Security 
Act 

Hewitt  Associates  does  not  keep  a  database  on  the  uninsured  population's  medical  costs,  and 
there  is  uncertainty  and  disagreement  about  how  much  additional  mental  healtih  benefits  the 
uninsured  population  migjnt  be  expected  to  use,  when  they  receive  coverage.  If  one  assumes 
(as  some  studies  have  found)  ttiat  the  tminsured  population  would  cost  20  percent  more  than 
the  currentty  insured  population,  and  if  15  percent  of  the  population  is  tminsured,  then  the 
additional  cost  per  covered  life  would  be  3  percent  higher  than  the  figures  we  have  provided 
above  That  additional  cost,  however,  does  not  reflect  total  pubBc  and  private  q>ending  for 
the  severely  mentally  ilL 
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Our  pricing  of  the  mental  illness/substance  abuse  benefit  in  H.R.  3600  is  very  close  to  the 
$256  price  per  single  person,  which  has  been  reported  to  be  the  Administration  pricing. 
When  we  take  our  costs  per  covered  life  (which  is  by  definition  an  average  of  adults  and 
children)  and  convert  Utem  to  a  premiimi  for  single  adults,  our  price  for  the  unmanaged 
mental  iUness/substance  abuse  benefit  is  $242  for  the  insured  population;  and  if  we  increased 
the  cost  for  everyone  by  (for  example)  6  percent  to  reflect  higher  utilization  of  mental 
iUness/substance  abuse  benefits  by  the  currently  tminsured  and  underserved,  our  price 
would  be  $257  per  single  person.  But  where  our  estimates  differ  more  importantly  from  the 
Administration's  is  that  we  see  a  large  potential  for  reducing  those  costs  if  the  benefits  were 
managed  properly.  So  we  would  like  to  discuss  such  managed  mental  iUness/substance 
abuse  programs  at  length. 

Most  importantly,  these  scenarios  provide  an  indication  of  how  different  the  resulting  cost 
can  be  tmder  the  same  levd  of  plan  design  but  under  different  levels  of  managed  care. 

HEALTH  SECURITY  ACT  PLAN  DESieN 

In  addition  to  pricing  both  the  hi^  cost-sharing  and  low  cost-sharing  model  of  copayments 
and  coinsurance,  we  have  also  included  the  following  limits  on  care  for  mental  illness  and 
substance  abuse  services,  as  based  on  the  Health  Security  Act 

Inpatient,  Residential,  and  Intensive  Nomesidentlal 

•    30-day  annual  inpatient  limit  (widi  additional  30  days  per  year  under  somewhat  limited 
circumstances  and  at  the  discretion  of  the  health  plan  professional). 
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•  120-day  annual  limit  on  intensive  nonresidential  treatment  as  an  alternative  to 
hospitalization,  and  at  the  discretion  of  a  health  professional  designated  by  the  plan. 

•  One-day  reduction  in  inpatient  limit  for  each  two  days  nonresidential  for  first  60  days; 
and  60  additional  days  at  the  discretion  of  the  health  plan  professional 

•  One-day  inpatient  deductible  (imder  the  high  cost-sharing  plan  only)  for  each  episode  of 
inpatient/residential  and  intensive  nonresidential  mental  illness  and  substance  abuse 
treatment 

•  20  percent  coinsurance  for  inpatient/residential  treatment  and  for  first  60  days  of 
intensive  nonresidential 

Outpatient 

•  30  visits  outpatient  psychotherapy  (additional  discretionary  visits  of  up  to  120  visits 
allowable  as  an  alternative  to  hospitalization  and  at  the  discretion  of  the  health  plan 
professional,  and  reducing  the  inpatient  day  limit  by  one  day  for  each  four  outpatient 
visits  so  authorized).  Also  30  visits  for  collateral  services  to  family  members. 

'  •    50  percent  coinsurance  (20  percent  in  ttie  year  2001)  for  outpatient  psychotherapy  and  for 
collateral  services. 

Improvements  in  Benefits  in  2001 

•  Annual  limits  on  inpatient  and  ou^tient  treatment  are  removed  in  2001. 
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•  Coinsurance  for  outpatient  and  for  intensive  nonresidential  treatment  are  reduced  to  20 
percent 

•  Deductibles^  copayments  and  coinsurance  for  outpatient  mental  illness  and  substance 
abuse  benefits  and  for  intensive  nonresidential  treatment  apply  to  overall  out-of-pocket 
maximum  of  $1,500  individual  and  $3J000  family  in  the  year  2001. 

We  have  also  assumed  that  standard  insurance  industry  reasonable  and  customary  (R&C) 
fees  will  be  allowed  as  a  covered  expense  and  that  there  are  no  maximum  dollar  limits  on 
any  service  (outside  R&C  limits). 

UnUZATION  SAVIIieS 

The  degree  of  savings  achievable  by  flie  different  levels  of  managed  care  can  be  very 
dramatic  In  a  moderately  managed  program  with  a  utilization  review  plan  that  monitors  all 
mental  illness  and  substance  abuse  treatment  and  directs  appropriate  care  on  an  as  needed 
basis,  overall  costs  are  reduced  from  five  to  ten  percent  (most  of  which  is  coming  from 
inpatient  costs). 

Under  a  program  with  a  well-managed  employee  assistance  program  and  utilization  review 
with  preferred  discounting,  an  employer  can  expect  total  reductions  of  30  to  40  percent  on 
inpatient  costs  and  10  to  20  percent  on  outpatient  costs.  Overall  costs  may  be  reduced  in  the 
range  of  25  percent  to  35  percent 
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We  have  reflected  both  anticipated  utilization  and  provider  discount  savings  in  our  cost 
estimates.  The  costs  provided  in  our  testimony  are  based  on  the  claims  experience  of  large 
employers.  It  does  not  include  data  on  the  currently  iminsured  and  non-working  population. 

We  have  assumed  the  following  utilization  savings  and  discotmts  under  the  two  scenarios: 


Unmanaged 

Managed 

Inpatient  utilization 

0% 

30% 

Inpatient  disccmnts 

0% 

25% 

Outpatient  iitilization 

0% 

0% 

Outpatient  discounts 

0% 

10% 

In  addition,  we  have  also  anticipated  higher  administrative  costs  (e.g.  $30  p>er  covered  life  per 
year)  under  the  managed  care  scenario  to  reflect  the  costs  to  run  a  provider  network  aiKi 
provide  assessment,  referral,  ongoing  review  and  management  services. 

MANAGED  MENTAL  HEALTH  CASE  STUDY 

In  our  experience,  there  are  many  case  studies  that  can  be  reviewed  to  substantiate  the 
assumptions  chosen  in  our  analysis.  The  following  provides  highlights  from  one  company 
who  began  implementing  varying  forms  of  managed  mental  health  benefits  in  1987. 

In  one  location,  they  observed  an  overall  67  percent  reduction  in  costs  in  the  first  two  years 
of  the  program.  The  costs  have  continued  to  decline  at  an  average  rate  of  13  percent  per  year. 
First  year  reductions  were  similar  at  two  otiier  company  locations. 
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The  admission  rates  for  locations  adopting  the  managed  program  decreased  by  45  percent,  on 
average,  between  1990  and  1992.  Other  locations  that  did  not  adopt  the  managed  program 
increased  17  percent  during  ti\e  same  time  period. 


Certainly  upward  adjustments  in  the  cost  of  all  these  plans  should  be  made  to  reflect  new 
pools  of  iminsured  individuals.  Still,  the  overall  cost  relationships  are  roughly  the  same.  In 
fact,  we  would  expect  the  managed  mental  health  plan  design  to  compare  even  more 
favorably  to  the  indemnity  plan  where  the  pool  of  enrollees  includes  relatively  more  high 
users  of  mental  health  benefits. 


When  the  subject  of  managed  mental  health  comes  up  in  Washington,  we  sometimes  hear 
comments  about  the  current  limitations  on  service  capacity  for  a  nationwide  system  of 
managed  mental  health  care  and  concerns  about  the  quality  of  care  provided  through 
managed  care  organizations. 

While  we  would  agree  that  the  service  capacity  does  not  yet  exist  nationwide,  we  have  found 
that  it  is  much  more  extensive  than  govonment  polic3anakers  often  think.  Already  there  are 
approximately  30  large  vendors  suppljdng  these  services  nationally,  and  hundreds  more 
operating  on  a  local  or  regional  basis.  In  1992,  there  were  more  than  78  million  people 
enrolled  in  managed  behavioral  health  care  programs,  "behavioral  health"  being  a  catch-all 
term  including  mental  illness  and  substance  abuse.  These  programs  consist  of  behavioral 
health  PPOs,  utilization  review  and  case  management,  and  EAPs. 


MANAGED  MENTAL  HEALTH  SERVICE  CAPACITY 
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We  also  woxild  think       the  capacity  would  continue  to  grow  quickly  under  the  Clinton 
Adininistration's  plan  to  promote  integrated  systems  of  care  through  regional  health 
alliances.  The  current  design  of  the  benefit  also  would  create  financial  incentives  to  hasten 
the  development  of  managed  mental  health  care.  The  ''managed  mental  health  plan"  could 
be  offered,  provided  it  is  "certified"  as  having  the  appropriate  vendors  and  medical 
providers  with  credentials.  Standards  for  certification  could  be  established  by  the  Federal 
Government.  (We  have  already  developed  criteria  that  large  employers  use  to  select  a  high 
quality  vendor.)  Where  such  "certified"  plans  do  not  exist,  participants  would  start  to 
demand  them  (because  they  would  get  better  mental  health  benefits),  and  providers  would 
want  to  supply  them  (again,  because  they  allow  for  more  flexible  and  appropriate  treatment 
patterns  and  schedules).  So  where  we  start  out  with  no  certified  plans,  we  would  quickly 
move  toward  them,  given  the  financial  incentives  created  by  the  existence  of  the  managed 
mental  health  plan  option. 

We  are  finding  that  mental  illness  and  substance  abuse  treatment  providers  have  begun  to 
actively  seek  out  opportimities  to  join  major  managed  mental  health  networks.  In  part,  their 
motivation  is  one  of  economics.  As  we  have  seen,  the  managed  mental  health  netwo^ 
control  vast  numbers  of  individuals,  many  of  whom  are  the  providers'  own  existing  patients. 
In  some  cases,  survival  dictates  joining  the  network  to  keep  the  patient  In  other  cases, 
providers  will  join  the  network  out  of  consideration  for  their  existing  patients,  who  will 
receive  higher  reimbursement  if  the  provider  joins  the  network. 

The  practical  experience  of  the  network  providers  has  also  become  quite  good.  For  example, 
we  just  did  an  on-site  audit  of  a  managed  mental  health  network  for  a  large  employer.  We 
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pulled,  at  random,  40  provider  files,  to  check  references  and  credentials.  Of  these  40,  only 
one  had  less  than  five  years  of  experience  in  the  field.  The  remainder  had  a  minimum  of  10 
years.  One  psychiatrist  had  25  years  of  experience. 

Also,  we  would  point  out  that  this  service  capacity  would  not  be  created  from  scratch.  It  is 
not  a  question  for  managed  mental  health  programs  of  creating  additional  provider  capacity, 
as  there  is  for  primary  care,  for  example.  Instead,  what  needs  to  be  created  is  management 
capacity.  The  development  of  such  capacity  could  also  be  fostered  by  the  regional  purchasing 
alliances,  who  might  even,  as  a  transitional  device,  devdop  outside  manag^ent  capacity 
that  could  serve  aU  the  plans  within  the  alliance  who  choose  to  take  advantage  of  it 

CONCLUSION 

The  Health  Security  Act  contains  many  positive  concepts  for  the  design  of  a  mental  health 
benefit  program.  We  have  tried  to  describe  how  we  would  take  those  components  of  a  good 
system  and  structure  them  into  a  cost-efiective  program.  Lots  of  questions  still  require 
answers,  notably,  what  the  costs  would  be  for  the  severely  mentally  ill  and  the  short-term 
and  long-term  utilization  of  mental  health  services  by  the  currently  uninsured  population. 
Still,  the  current  environment  allows  the  Congress  to  address  the  critical  need  for  mentzd 
illness  and  substance  abuse  services  and  to  control  its  cost  by  creating  incentives  to  manage 
the  care  in  a  cost-effective,  hig^  quality  mode.  National  health  care  reform  legislation  should 
include  a  managed  mental  health  benei^t  alternative  along  wiUi  the  indemnity  plan  option. 
The  principal  reason  is  that  current,  state-of-titie-art  managed  mental  healtih  plan  designs 
would  allow  health  plans  to  offer  plan  participants  more  generous  benefits  at  a  relatively 
lower  cost.  And  if  the  proper  standards  are  set  for  those  vrho  manage  the  care,  quality  may 
be  improved. 
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APPENDIX  A 

MtetiiNNis  and  AssiiiB|rtl:iMiB 

The  low  cost-sharing  option  has  been  priced  assuming  today's  level  of  provider  discounts 
and  expected  utilization  savings  from  the  mai^aged  ermronment  Our  pridng  assiimes  a 
gatekeeper  arrangement  with  strong  financial  incentives  for  the  primary  care  physicians.  If 
alliances  can  negotiate  lower  fees  to  begin  v,lth,  the  costs  woiild  be  lower. 

A  possible  resiilt  of  regional  alliance  negotiations  for  both  fee-for-service  schedules  and 
managed  care  disco^mts  is  that  price  differences  in  the  two  may  narrow.  This  may  result  in 
lower  fee-for-service  costs  relative  to  the  lower  cost-sharing  managed  care  plans. 

The  pridng  models  used  for  this  analysis  are  based  on  claims  data  collected  for  the  1990  and 
1991  ca1end.ar  y^rs.  They  have  been  trended  forward  at  12  percent  per  yesn  to  represent 
expected  covered  expenses  for  the  1994  calendar  y^.  For  mental  illness  and  substance  abuse 
claims  specifically. 


The  actuarial  pridng  models  are  based  on  data  compiled  from  Hewitt  Associates  Health 
InfcBmation/SysifTn™  database  The  data  represents  roughly  8  million  life  years,  both  adult 
and  chikt  for  the  1990  and  1991  ralendar  y^rs.  The  claim  vohime  is  over  ill  billion, 
covering  all  categories  of  medical  expense.  IData  was  reviewed  for  rrasonable  allocations  by 
service  category  (eg.,  inpatient,  surgiral,  drugs,  mental  halth),  and  employee  relatioRship 
(eg.,  eortployee,  spouse,  and  childrerO. 

The  pyricing  modds  developed  by  this  data  are  structured  in  the  following  functional 
corr^nents: 

•  Primary  hfalth  care  benefits  with  dedvictible,  coinsurance,  other  copay,  aikd  out-of-pocket 
variables; 

•  Prescription  drugs  (if  not  irwiuded  above); 

•  Mental  illness  and  substance  abuse  treatment;  and 

•  Lifestyle-related  benefits.. 

The  above  models  are  distinct  conqxments  of  the  system  but  are  intardated  witfi  each  other. 
That  is,  the  level  of  oovered  expextses  used  in  the  pcimary  pddng  model  infiuences  the  level 
of  benefits  in  the  other  models. 

The  models  are  set  to  develop  prices  for  the  1993  ralpntiirT  jeai.  Costs  shown  in  this 
testtmony  used  1994  as  the  basis  for  costs.  Covered  expenses  for  mental  illness  and  substance 
abuse  were  trended  forward  from  1993  at  a  12  percent  rate 
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The  plan  provisions  included  in  ttie  Health  Security  Act  are  not  commonly  found  in  toda/s 
mental  health  programs.  We  have  therefore  made  assumptions  regarding  the  operation  of  the 
plan  to  "Bif'  our  basic  pricing  models.  The  following  summarizes  the  key  assumptions  made 
in  our  analysis. 


Inpatient  Benefits 

Inpatient  deductible 
Coinsurance 

Effective  out-of-pocket  limit 

Annual  limit 

Total  discounts 
Utilization  adjustmoit 

Outpatient  Benefits 

Effective  deductible 
Coinsurance  (high  cost-sharing) 
Copay  (low  cost-sharing) 
Effective  out-of-pocket  limit 

Annual  limit 

Total  discotmts 
Utilization  adjustment 


$750  per  year  (applicable  to  high  cost-sharing  plan  only) 

80  percent  (high  cost-sharing  plan) 

$1,125  (75  percent  of  $1,500  OOP  limit  applicable  to 
whole  plan);  $900  (60  percent  of  $1,500  in  year  2001) 

45  days  (to  accoimt  for  30  day  limit,  discretionary  days, 
intensive  nonresidential  treatment)  /  None  (2001) 

None  (25  percent  savings  for  managed  plans) 

None  (30  percent  inpatient  reduction  for  EAP  for 
managed  plans) 


None 

50  percent  (initial)  /  80  percent  (2001) 

$25  per  visit  (initial)  /  $10  (2001) 

None  (initial)  /  $900  (60  percent  of  $1,500  OOP  limit 
applicable  to  whole  plan  in  year  2001) 

45  days  (to  accotmt  for  30  day  limit,  discretionary  days, 
intensive  nonresidential  treatment)  /  None  (2001) 

None  (10  percent  savings  for  mai\aged  plans) 

None  (None  for  managed  plans  also  assuming  20 
percent  more  ou^tient  care  but  20  percent  lower 
average  number  of  visits) 


We  have  assumed  that  administrative  expenses  will  be  equal  to  8  percent  of  total  premium 
for  the  unmanaged  plans  and  $6.50  per  month  per  employee  (as  distinct  from  per  covered 
life)  plus  5  percent  of  incurred  claims  for  the  managed  plans.  The  $6.50  fee  is  an  average  fee 
for  a  stand-alone  managed  care  vendor  that  provides  an  employee  assistance  program, 
network  management  and  utilization  review  for  a  program.  The  5  percent  of  incurred  claims 
amount  is  primarily  for  claims  administration  and  some  reporting. 


280 


APPENDIX  B 

The  followmg  represents  data  from  150  randomly  selected  companies  in  the  1993-1994 
Hewitt  Associates'  SpecBook™  (1,034  employers  total). 

Inpatient  Units  for  Mental  Illness  and  Sabstance  Abase 


No  special  limits  8% 
Limits  for  both  mental  illness  and 

substance  abuse  84% 
Special  limits  for  mental  illness  only, 

none  for  substance  abuse  1% 
Si>ecial  limits  for  substance  abuse  only, 

none  for  mental  illness  5% 
Other  (e.g.,  limit  for  mental  illness, 

substance  abuse  not  covered)  1% 
Mental  illness  and  stjbstance  abuse  not  covered  1% 

Oatpatient  Uailts  for  Mental  Illness  and  Sabstance  Abase 

No  special  limits  4% 
Limits  for  both  mental  ilhiess  and 

substaiKe  abuse  85% 
Special  limits  for  mental  illness  only, 

none  for  substance  abuse  6% 
Other  (e.g.,  limit  for  mental  illness, 

substance  abuse  iwt  covered)  4% 
Mental  illness  aitd  substaitce  abuse  not  covered  1% 

Ufethae  Dollar  or  Day/Vlsit  MazlnMBi 

Inpatient  mental  illness  65% 

Inpatient  substance  abuse  67% 

Outpatient  mental  illness  47% 

Outpatient  substance  abuse  47% 

Annaal  Dollar  MazhBM 

Inpatient  m^tal  illness  19% 

Inpatient  substance  abuse  18% 

Outpatient  mental  illness  59% 

Ou^tient  substaiK:e  abuse  54% 
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Anmiai  Day/Visit  Unit 


Inpatient  mental  illness  (mediansSO  days) 

<30  days  10% 

30  days  44% 

>30  days  46% 

Inpatient  substance  abuse  (median^SO  days) 

<30  days  11% 

30  days  49% 

>30  days  40% 

Outpatient  mental  illness  (median=50  visits) 

<30  visits  21% 

30  visits  12% 

>30  visits  67% 

Outpatient  substance  abuse  (median=50  visits) 

<30  visits  22% 

30  visits  7% 

>30  visits  71% 


Data  not  available 
Substitute  Intensive  Nonraslilential  for 

Data  not  available 


Inpatient 

Outpatient 

MI 

SA 

MI 

SA 

50% 

1% 

1% 

33% 

23% 

60% 

1% 

1% 

1% 

1% 

70% 

3% 

3% 

2% 

2% 

75% 

1% 

1% 

1% 

1% 

80% 

60% 

57% 

28% 

35% 

85% 

3% 

3% 

1% 

90% 

21% 

22% 

10% 

11% 

95% 

1% 

1% 

100% 

4% 

4% 

8% 

9% 

Declining  scale 

4% 

6% 

16% 

13% 

Not  covered 

1% 

1% 

1% 

4% 

Inpatient  mental  illness  1% 

Inpatient  substance  abuse  2% 

Outpatient  mental  illness  12% 

Outpatient  substance  abuse  11% 
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Mr.  Waxman.  Mrs.  Obrochta.  I 

1 

STATEMENT  OF  CAROL  OBROCHTA  I 

Mrs.  Carol  Obrochta.  Good  afternoon.  Thank  you  for  inviting  ; 
me  to  share  my  family's  experiences  with  you.  My  name  is  Carol 
Obrochta.  I  am  from  Richmond,  Va.,  and  I  work  for  the  Federation  ' 
for  Families  With  Children  With  Mental  Illness. 

I  am  the  mother  of  three  daughters.  My  oldest  daughter  Betsy 
will  also  speak  with  you. 

When  Betsy  was  18  months  old  her  pediatrician  told  me  that  no 
one  should  have  to  live  with  a  child  like  that,  and  prescribed  medi- 
cation to,  in  his  words,  tone  her  down.  I  decided  not  to  medicate 
my  baby,  but  spent  much  of  the  next  15  years  seeking  appropriate 
help  for  her.  Her  diagnosis  has  changed  periodically  over  the  years, 
but  bi-polar  disorder  probably  is  the  most  accurate. 

Betsy  experiences  mood  swings,  rages,  and  often  very  difficult  be- 
havior. She  is  exceptionally  bright  with  a  terrific  sense  of  humor 
and  cares  very  deeply  for  others. 

Betsy  was  receiving  outpatient  therapy  by  the  time  she  was  4 
and  had  a  series  of  therapists  throughout  the  years.  Sometimes  it 
was  covered  by  our  insurance.  I  covered  co-payments  as  well  as  full 
charges  during  a  period  when  we  had  no  mental  health  benefits. 
Our  Blue  Cross  Blue  Shield  policy  has  an  annual  outpatient  ther- 
apy limit  of  $1,000. 

During  the  years,  Betsy  became  more  and  more  difficult.  By  the 
time  she  was  11,  she  was  actively  suicidal.  By  age  16,  things  were 
really  out  of  control.  Betsy  was  receiving  outpatient  counseling, 
mostly  at  our  expense,  three  times  a  week.  Following  a  suicide  at- 
tempt at  age  16,  she  was  hospitalized,  first  in  a  medical  hospital 
receiving  immediate  medical  attention  and  then  at  a  private  psy- 
chiatric hospital.  She  was  also  receiving  treatment  for  substance 
abuse  at  that  time,  which  was  closely  tied  to  her  mental  health 
problems. 

At  that  point,  the  recommendation  was  made  to  seek  permanent 
out-of-home  placement  for  Betsy.  It  was  feared  that  her  violent  be- 
havior was  not  manageable  in  a  home  environment,  and  that  our 
family  had  done  all  that  we  could  with  our  emotional  and  our  fi- 
nancial resources. 

Betsy  was  scheduled  to  enter  a  State  hospital,  with  us  frankly 
searching  for  long-term  placement  for  her.  After  deep  consider- 
ation, my  husband  and  I  decided  to  bring  Betsy  home,  against  the 
advice  of  all  of  the  professionals  who  were  working  with  her. 

We  searched  for  a  day  treatment  program  for  her,  determined  to 
provide  structure  and  support.  We  knew  this  was  our  last  chance. 
There  was  a  program  in  a  neighboring  community,  but  we  were  not 
allowed  to  participate  because  of  residency  requirements. 

Finally,  we  were  successful  in  locating  a  program.  Our  insurance 
company  would  not  pay  the  expenses  for  this  intensive  outpatient 
care,  although  it  was  significantly  less  expensive  than  the  inpatient 
treatment  that  they  had  covered. 

The  program  was  successful  beyond  our  wildest  dreams.  The 
daily  support  and  structure  worked  for  her  where  all  else  had 
failed.  Involving  the  entire  family  in  the  treatment  process  added 
to  the  effectiveness.  For  a  relatively  low  financial  expense,  we  were 


283 


able  to  keep  our  daughter  at  home  and  our  family  intact.  The  bene- 
fits from  that  have  greatly  reached  everyone  in  our  family,  and  I 
think  particularly  Betsy's  two  younger  sisters. 

I  am  concerned  that  the  proposed  mental  health  benefits  under 
the  health  care  reform  are  restrictive  and  limited  in  their  scope. 
Many  nights  I  wished  that  my  child  had  a  visible  disability  that 
would  allow  her  access  to  appropriate  supports  and  services.  Men- 
tal health  programs  need  to  be  appropriate  and  they  need  to  be  ac- 
cessible to  all  citizens.  We  can't  afford  to  wait. 

In  my  work  with  other  families  throughout  the  Nation,  it  is  not 
surprising  that  an  intensive  day  treatment  program  was  successful 
for  us.  Keeping  children  in  their  homes  and  communities  is  vital 
to  effective  mental  health  treatment.  Families  also  need  to  be  able 
to  receive  access  to  appropriate  care. 

After  years  of  struggling  to  help  my  child,  I  am  grateful  to  be 
able  to  say  that  once  we  found  the  right  program  for  her,  it  worked. 
We  have  had  many,  many  successes.  Betsy  is  a  full-time  college 
student,  she  is  working  part-time,  and  she  is  paying  taxes.  She  is 
also  an  advocate  for  flexible  mental  health  services  for  children, 
adolescents  and  their  families. 

Ms.  Betsy  Obrochta.  My  name  is  Betsy  and  I  am  a  19  year  old 
sophomore  at  Virginia  Commonwealth  University.  I  have  been  in 
therapy  for  about  15  years,  and  I  think  I  did  gain  most  of  my  help 
in  recovery,  and  it  is  due  to  the  outpatient  day  treatment  program 
I  was  in. 

There  I  learned  to  cope  with  the  day-to-day  problems  and 
routines  and  learned  how  to  communicate  with  my  family  without 
being  in  a  controlled  environment  like  when  I  was  in  the  hospital. 
My  family  and  I  were  able  to  work  things  out  as  problems  arose, 
and  there  was  no  one  there  to  tell  me  if  I  was  speaking  correctly 
or  not.  They  were  there  just  to  listen  and  to  guide  us  along. 

And  I  was  able  to  have  the  freedom  to  go  to  school  and  to  live 
a  normal  live,  which  was  very  important  to  me.  I  needed  to  be  sur- 
rounded by  my  friends  and  family  in  order  to  really  grow  in  my  re- 
covery. I  think  this  outpatient  care  was  the  help  that  I  needed  to 
be  the  person  that  I  am  today. 

The  intensive  day-treatment  program  gave  me  independence. 
Hospitalization  was  just  too  isolating  and  restricting,  and  standard 
outpatient  therapy  just  wasn't  enough  to  really  help  me  with  the 
serious  problems  that  I  was  going  through. 

I  give  credit  for  my  success  for  hard  work  from  me,  as  well  as 
to  having  the  right  type  of  resources  available  to  me  and  to  my 
family. 

Mr.  Waxman.  Thank  you  very  much.  That  is  what  we  have  got 
to  try  to  do  is  to  get  the  right  resources  to  people  so  that  it  will 
help  them,  resources  that  they  can  use,  will  be  convenient  and  will 
be  effective. 

I  think  that  is  the  challenge  we  have  and  I  appreciate  you  com- 
ing and  telling  us  about  your  own  experience. 

As  we  look  at  how  to  develop  health  security,  which  means  the 
security  of  having  mental  health  services  as  well  as  other  services, 
there  seems  to  be  some  notion  of  putting  limitations  on  arbitrary 
limits  on  costs,  the  cost  impact  of  placing  arbitrary  limits  on  the 
treatment. 
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Dr.  England,  do  you  think  there  is  a  fundamental  difference  that 
you  have  with  the  administration  on  this  point?  Do  you  think  that 
if  we  had  organized  systems  of  care,  we  could  avoid  the  need  for 
limits,  while  maintaining  quality  and  holding  down  costs? 

Ms.  England.  I  think  for  the  amount  of  money  that  has  cur- 
rently been  put  into  the  budget  of  $240,  $250  out  of  an  $1800  pre- 
mium that  we  can  provide  full  and  comprehensive  services  to  all 
Americans,  for  both  mental  health  and  substance  abuse  services. 

There  is  data  in  the  private  sector  looking  at  the  working  popu- 
lation, there  is  data  in  the  public  sector,  certainly  for  the  severely 
mentally  ill  children.  We  have  data  that  we  have  obtained  from  the 
Medicaid  program  throughout  this  country,  as  well  as  for  the  se- 
verely mentally  ill  adult.  When  you  put  that  all  together,  the  ques- 
tions that  were  asked  earlier,  none  of  us  can  understand  how  they 
come  above  $240. 

So  that  is  why  I  have  requested  that  if  in  your  wisdom  you  would 
ask  the  National  Institute  of  Mental  Health  to  tell  you  what  they 
think  could  be  purchased  under  $240.  But  yes,  we  do  have  a  dif- 
ference. I  do  feel  we  can  provide  a  comprehensive  package. 

Mr.  Waxman.  Mr.  McArdle,  maybe  you  would  like  to  comment  on 
this.  Are  limits  the  only  way  to  hold  down  costs  or  do  you  think 
we  can  do  it  with  the  same  amount  of  money  that  is  being  allotted? 

Mr.  McArdle.  No,  Mr.  Chairman,  limits  are  not  the  only  way  to 
hold  down  costs.  I  think  you  will  find  that  limits  are  common  right 
now  in  the  workplace  that  lists  the  kind  of  limits  you  will  find  in 
the  employer  workplace.  Many  times  the  limits  are  higher  than  the 
limits  that  are  in  the  Health  Security  Act. 

But  the  real  point  is  that  if  you  manage  the  care  properly,  then 
you  don't  need  the  limits.  We  were  talking  at  lunch  about  the  pre- 
vious witness  who  had  care  for  about  12  months,  as  I  recall,  at  $64 
a  day,  and  we  figured  out  over  that  long  period  of  time,  it  would 
equal  the  cost  of  one  hospitalization  at  30  days. 

So  what  you  need,  and  Jack  can  tell  you  more  about  this,  is  you 
need  the  flexibility,  you  need  a  qualified  person  who  can  say  for 
this  individual,  15  months  at  $64  a  day  is  a  better  cost  effective 
alternative  than  30  days  in  a  hospital,  and  that  is  the  kind  of  man- 
agement you  need  in  the  system. 

We  also  priced  the  new  plan  that  was  introduced  in  November 
compared  to  the  October  draft  where  they  lowered  the  limits,  and 
the  effect  of  lowering  those  limits  lowered  the  price  of  the  mental 
health  benefit  in  our  pricing  by  about  7  percent.  That  means  for 
the  total  benefit  package,  it  lowered  the  cost  by  less  than  1  percent. 

So  those  limits  that  they  put  in  did  not  save  a  lot  of  money  in 
our  opinion. 

Mr.  Waxman.  How  should  that  be  done?  Should  it  be  done  by  a 
case  manager? 

Mr.  Mahoney.  We  believe  strongly  that  case  management  is  a 
much  more  effective  way  of  managing  the  costs  by  identif3dng  what 
the  individual  needs,  identifying  the  appropriate  resources,  and 
getting  them  there  and  making  sure  that  they  have  access  to  those 
resources.  You  will  meet  the  financial  goals,  at  the  same  time  re- 
solving the  individual's  mental  health  or  chemical  dependency 
problem. 
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I  think  limits,  especially  day  limits,  are  very  arbitrary,  because 
it  is  one  size  fits  all.  I  think  for  those  of  us  who  have  practiced  in 
the  area  of  mental  health,  we  know  that  every  case  is  very  dif- 
ferent, it  is  very  hard  to  categorize  them,  it  is  very  hard  to  come 
up  with  an  arbitrary  length  of  treatment. 

I  think  we  need  to  be  able  to  respond  to  that.  The  experience  in 
the  private  sector  has  been  that  if  a  managed  mental  health  sys- 
tem is  constructed  with  meeting  the  individual's  needs,  that  you 
can  still  achieve  dramatic  cost  savings,  manage  the  benefit  in  a 
very  effective  financial  envelope  and  still  have  very,  very  good  re- 
sults for  the  individual. 

Mr.  Waxman.  Mr.  Dalton,  maybe  you  can  respond  to  this.  In  the 
absence  of  substantial  change  in  the  mental  health  benefit,  would 
you  agree  that  States  will  continue  to  assume  major  responsibility 
for  caring  for  those  seriously  ill  patients  who  have  exhausted  their 
benefits,  and  would  you  agree  that  the  proposed  benefit  is  not  de- 
signed to  serve  the  needs  of  patients  with  serious  mental  illness? 

Mr.  Dalton.  Yes,  and  yes  to  both  questions,  briefly.  States  have 
had  a  traditional  responsibility  to  the  most  severely  disabled  and 
it  is  one  that  they  should  not  relinquish  or  change  in  perhaps  the 
mix  of  what  will  go  on  into  the  future. 

They  should  also  not  lose  their  ability  to  avail  themselves  of 
other  benefit  packages.  It  really  goes  back  to  the  two  questions  that 
have  to  deal  with  the  question  that  you  asked  before,  which  is  is 
there  a  way,  besides  a  benefit  limit,  that  will  make  sure  that  we 
can  broaden  the  delivery  of  services  to  those  people  that  are  in 
need,  most  of  whom  by  the  way  are  very  low  income  or  are  our  Na- 
tion's working  poor  families. 

There  are  a  couple  of  other  approaches,  and  both  of  them  are 
contemplated  and  must  be  supported.  One  of  them  is  managed 
care,  that  if  you  have  a  system  that  takes  a  look  at  it,  whether  it 
is  case  management  or  whether  it  is  something  like  a  sufficiently 
strong  database  so  that  you  will  be  ultimately  buying  the  right 
services  over  time,  and  those  will  have  to  be  cost-effective,  and  that 
it  is  capitated. 

It  doesn't  matter  whether  the  baseline  provider  does  a  fee-for- 
service  approach  to  business,  but  States  or  jurisdictions  must  be 
able  to  say  that  these  are  the  resources  that  we  have,  and  now  we 
will  manage  them  as  best  we  possibly  can.  And  if  you  put  in  some 
sort  of  an  arbitrary  limit,  then  that  will  take  us  off  the  hook,  and 
it  will  force  us  to  move  people  back  into  somehow  a  nonintegrated 
public  system  that  will  become  second  fiddle  to  this  whole  process. 

Global  budgeting,  capitated  services,  managed  care,  all  must  be 
in  place  and  must  include  public  sector  as  well  as  the  private  sector 
in  this  area.  It  has  got  to  be  integrated  in  that  fashion. 

Mr.  Waxman.  Mr.  Kreidler. 

Mr.  Kreidler.  I  will  pass.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Mr.  Brown,  did  you  want  to  ask  questions? 

Mr.  Sherrod  Brown.  No,  I  have  no  questions. 

Mr.  Waxman.  Let  me  just  ask  one  question.  The  proposed  health 
benefit  rejects  at  least  initially  the  principle  of  parity  with  mental 
health. 

How  does  the  effectiveness  of  treatment  compare  with  conven- 
tional medical  interventions?  Are  there  any  legitimate  scientific  or 
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medical  considerations  for  dela3dng  implementation  of  a  benefit 
based  solely  upon  parity  than  between  mental  and  physical  health? 
Dr.  England? 

Ms.  England.  There  is  no  science  that  says  that  we  should  delay 
the  implementation  of  this  benefit.  In  fact,  now  that  I  have  had  the 
opportunity  to  work  in  both  med-surg  and  mental  health,  there  are 
very  good  studies  that  show  the  effectiveness  of  mental  health 
treatment. 

Over  the  last  20  yeairs  we  have  advanced  tremendously  in  our 
ability  to  treat  mental  illness  and  there  is  very  good  outcomes  re- 
search that  shows  we  can  be  very  effective.  In  fact,  our  large  cor- 
porations have  put  in  outcome  studies  and  have  asked  their  provid- 
ers of  care  to  put  in  research  studies.  Digital  recently  did  that  in 
the  area  of  depression,  showing  that  if  you  can  pick  up  depression 
early  and  treat  it  effectively,  you  can  reduce  the  amount  of  days 
lost  at  the  worksite. 

Most  people  don't  know  this,  but  the  single  cause  of  lost  time  at 
the  workplace  is  due  to  depression.  So  there  are  lots  of  other  costs 
in  fact.  We  do  know  what  we  are  doing,  we  have  very  good  out- 
comes, as  good  as  they  do  in  the  area  of  medical  and  surgical  inter- 
vention. 

Mr.  Dalton.  Very  quickly,  there  has  been  a  model  study  that 
has  shown  that  for  a  diagnosed  but  untreated  incident  of  depres- 
sion, a  person  who  is  in  a  hospital  for  some  other  unrelated  medi- 
cal condition  doubles  the  length  of  stay  on  the  medical  condition. 

Mr.  McArdle.  Jack  can  talk  to  you  from  a  physician's  point  of 
view,  but  I  would  like  to  give  you  one  example.  A  woman  made  a 
suicide  attempt  and  went  in  and  was  seeing  a  psychiatrist  for  out- 
patient psychotherapy  and  the  limit  under  her  plan  was  $1,000. 

Now,  if  there  were  any  other  life  threatening  illness,  heart,  kid- 
ney, whatever,  the  system  would  have  paid  hundreds  of  thousands 
of  dollars  to  treat  that  woman.  But  because  it  was  a  psychiatrist, 
it  was  limited  to  $1,000,  which  for  me,  an3rway,  brings  home  the 
discrimination  aspect  of  that.  Jack? 

Mr.  Mahoney.  I  think  just  to  piggyback  on  what  Dr.  England 
was  saying,  we  know  the  outcome  of  mental  health  and  chemical 
dependency  treatment.  What  we  tend  to  lose  sight  of  is  that  these 
conditions  don't  exist  in  a  vacuum. 

Frequently  the  individual,  in  addition  to  a  mental  health  or 
chemical  dependency  problem,  has  medical  problems.  To  the  extent 
we  postpone  or  delay  treatment  to  those — and  we  know  this  hap- 
pens in  populations  we  have  looked  at,  if  we  cut  back  their  cov- 
erage for  mental  health  chemical  dependency  treatment,  they  incur 
more  costs  for  routine  medical  care. 

We  need  to  look  at  the  individual  as  a  whole. 

Mr.  Waxman.  Do  you  want  to  say  anj^hing  on  this  point? 

Mrs.  Carol  Obrochta.  I  think  our  story  speaks  for  itself. 

Mr.  Waxman.  I  thank  you  all.  You  have  been  terrific  witnesses 
and  I  appreciate  your  testimony. 

Our  final  panel  we  will  hear  from  witnesses  about  general  bene- 
fits. Dr.  Robert  Putsch  is  a  physician  from  Seattle,  Wash,  and  Di- 
rector of  the  Cross  Cultural  Health  Care  Program.  His  testimony 
will  focus  on  the  need  for  translation  and  interpretation  services  as 
part  of  the  benefit  package. 
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Mr.  Lawrence  Hill  represents  the  Coalition  for  Oral  Health.  He 
is  the  President  of  the  Association  of  Community  Dental  Programs 
as  well  as  dental  director  for  the  Cincinnati  Health  Department. 

Dr.  Michael  D.  Parkinson  represents  the  American  College  of 
Preventive  Medicine;  and  Dr.  L.  Edward  Elliott  is  the  past  presi- 
dent of  the  American  Optometric  Association. 

We  are  pleased  to  have  the  four  of  you  here  today.  Your  prepared 
statements  will  be  in  the  record  in  full.  What  we  would  like  to  ask 
of  you  is  to  limit  the  oral  presentation  to  no  more  than  5  minutes. 

Dr.  Putsch,  why  don't  we  start  with  you? 

STATEMENTS  OF  ROBERT  W.  PUTSCH,  III,  MEDICAL  DIREC- 
TOR, CROSS  CULTURAL  HEALTH  CARE  PROGRAM,  PACIFIC 
MEDICAL  CENTER;  LAWRENCE  HILL,  PRESIDENT,  ASSOCIA- 
TION OF  COMMUNITY  DENTAL  PROGRAMS,  ALSO  ON  BE- 
HALF OF  COALITION  FOR  ORAL  HEALTH;  MICHAEL  D.  PAR- 
KINSON, MEMBER,  BOARD  OF  REGENTS,  AMERICAN  COL- 
LEGE OF  PREVENTIVE  MEDICINE;  AND  L.  EDWARD  ELLIOTT, 
PAST  PRESIDENT,  AMERICAN  OPTOMETRIC  ASSOCIATION 

Mr.  Putsch.  Chairman  Waxman,  thank  you  for  inviting  me.  I  am 
at  the  end  of  my  trip  from  Seattle,  and  this  is  just  in  time  before 
I  will  be  ready  to  sleep  again  on  the  plane  going  home. 

I  would  like  to  thank  you  and  your  professional  staff  member, 
Julia  Fortier,  for  bringing  this  issue  to  the  committee,  because  I 
think  that  it  has  been  an  issue  that  is  under  represented  in  our 
current  funding  systems  and  almost  dangerously  so. 

Just  to  give  you  a  sense  of  the  context  we  had  in  one  of  our 
major  referral  hospitals  just  the  last  2  weeks,  a  youngster  who  was 
having  cardiac  surgery,  a  child  of  a  migrant  farm  working  family, 
a  Spanish  speaking  pediatrician  was  making  a  visit  about  72  hours 
into  the  hospitalization.  The  child  was  still  doing  poorly.  And  he 
asked  the  nurse  about  communication  with  the  family.  She  replied 
that  there  are  two  bilingual  janitors  on  the  floor  who  have  been 
helping,  that  the  11  year  old  sister  has  helped  at  times,  and  when 
they  are  not  available,  they  are  likely  to  call  on  a  bilingual  nurse 
up  in  the  anesthesia  department. 

The  problem  for  families  in  this  kind  of  a  setting  is  extraor- 
dinary. They  are  under  stress,  they  have  no  sense  of  continuity  or 
trust  in  the  messages  that  they  hear,  often  put  their  family  in  dan- 
ger. And  I  think  that  those  of  us  who  have  been  patients,  and  most 
of  us  have  at  one  time  or  another,  can  reflect  very  quickly  on  what 
it  is  like  to  have  a  message  mushed  or  changed  or  have  a  sense 
that  we  are  not  being  listened  to. 

Communication  problems  are  complex  enough  without  language 
barriers  or  cultural  barriers  added  on  top  of  them. 

I  would  like  to  focus  briefly  on  some  problems  that  we  have  expe- 
rienced recently  with  demography.  We  have  had,  after  the  fall  of 
Saigon,  a  number  of  new  languages  that  weren't  represented  in  our 
community  clinic  systems.  The  new  Chinese  dialect  for  us  was 
Choujho.  We  had  already  had  Cantonese  speakers,  but  there  were 
a  lot  of  Choujho  speakers  that  came  out  of  Vietnam  and  Cambodia. 

On  top  of  that,  we  had  a  number  of  Hill  Tribe  groups  rep- 
resented, including  the  Mhong,  Mehan,  and  then  a  large  number 
of  smaller  groups  in  our  community,  Khmou,  Li  Sutin  and  Pare 
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and  Lao.  Most  of  these  individuals  communicate  in  Lao,  which  is  1 
their  second  language.  | 

The  difficulty  with  these  groups  is  that  they  come  from  ' 
nonwritten  language  groups,  very  much  like  the  Navajo  have  in  the  j 
past,  and  when  we  try  to  use  terminology  like  allergy,  anxiety,  de- 
pression, these  are  terms  that  are  missing  in  their  system.  In  order  | 
to  explain  these  terms  or  even  negotiate  about  the  question  of  what 
is  wrong,  we  are  also  confronted  on  the  other  side  with  a  very  com-  I 
plex  lexicon  in  which  the  patients  and  families  use  their  own  sys-  | 
tems  to  define  etiologies.  I 

And  then  during  the  last  few  years,  we  have  had  even  more  com- 
plexity in  language,  because  we  have  had  Eastern  Europeans,  peo- 
ple from  Africa;  our  clinic  is  now  seeing  Aroma,  Somali,  Tigre, 
Mhark  speakers,  and  we  had  a  new  contingent  of  Haitians  arrive 
in  Seattle. 

There  is  a  lot  of  geographic  difference  in  this.  We  talk  to  the  peo-  j 
pie  in  Boston  who  have  a  large  contingent  of  Cape  Verde  Islanders.  ' 
A  lot  of  hospitals  have  been  heavily  impacted  by  this,  and  I  think 
that  there  has  been  sort  of  a  disparity  in  some  of  the  degree  to 
which  a  hospital  has  been  willing  to  pick  up  the  responsibility. 

Just  the  absence  of  translating  systems  in  a  hospital  is  likely  to 
unburden  that  hospital  from  the  perspective  of  picking  up  a  com- 
munity workload.  The  reverse  is  also  true. 

The  way  in  which  hospitals  have  dealt  with  this  has  depended 
greatly  in  my  view  on  responses  from  the  Office  of  Civil  Rights. 
Most  of  the  functional  programs  that  we  see  have  been  put  in  place 
because  of  civil  rights  complaints.  We  are  aware  of  somewhere  be- 
tween 50  and  60  settlements  that  have  occurred  around  the  coun- 
try, and  some  of  them  at  fairly  large  expense  to  the  hospitals  in- 
volved. 

Formerly  organized  interpretive  programs  are  really  an  exception 
rather  than  the  rule.  There  are  very  few  sites  that  have  organized 
interpreter  programs  that  are  training  their  providers  how  to  use 
interpreters,  and  that  are  upgrading  in  assessing  the  skills  of  inter- 
preters, even  testing  interpreter  skills  is  a  limited  and  tenuous 
function. 

Currently  there  are  a  number  of  systems  that  are  engaged  in  liti- 
gation over  these  issues,  and  so  this  is  an  ongoing  struggle.  I  want 
to  point  out  that  language  plays  a  major  role  in  access  to  health 
care  and  in  preventive  health  care. 

I  want  to  leave  you  with  three  critical  points  that  I  think  we 
need  to  remember.  One  is  that  the  absence  of  adequate  language 
services  may  severely  limit  health  care  access,  and  places  patients 
at  greater  risk.  The  second  is  that  we  are  required  to  provide  lan- 
guage services  by  nature  of  the  Office  of  Civil  Rights  and  the  Civil 
Rights  Act  of  1964.  Third,  there  is  no  real  source  of  funding  for 
these  services  short  of  including  them  in  any  plan  for  health  care 
package. 

In  our  view,  this  needs  to  be  required  rather  than  placed  in  the 
package  as  an  ancillary  service. 
Mr.  Waxman.  Thank  you  very  much. 
[The  prepared  statement  of  Mr.  Putsch  follows:] 
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Testimony  regarding  language  barriers  and  interpreters  in  health  care.  The  United  States  House 
of  Representatives,  Committee  on  Health  and  the  Environment,  December  8,  1993. 


Chairman  Waxman,  I  would  like  to  thank  you  and  particularly  your  aide,  Julia  Fortier,  for 
considering  the  issues  of  language  and  communication  across  cultural  and  linguistic  barriers  as  a 
part  of  the  work  of  this  committee.  Preparation  for  the  hearing  has  brought  to  mind  a  recent 
episode  in  one  of  our  major  pediatric  referral  centers  on  the  West  coast: 

The  child  of  a  monolingual,  Spanish  speaking  migrant  farm  working  family  had  undergone  major  cardiac  surgery. 
In  the  post-operative  period,  while  the  child  was  still  critically  ill,  and  the  physicians  were  unable  to  get  the  child 
off  the  ventilator,  the  attending  pediatrician  asked  the  intensive  care  nurses  about  their  communications  with  the 
child's  family.  "There  are  two  janitors  in  the  area  who  speak  Spanish  and  the  1 1  year  old  brother  speaks  good 
English.. .if  we  can't  get  one  of  them  to  help,  we  call  up  to  the  recovery  room,  they  have  a  Spanish  speaking  nurse 
up  there."  The  care  process  had  not  included  a  trained  medical  interpreter.  Asked  why  the  interpreter  pool  had  not 
been  caUed  or  involved  in  the  care  process,  the  head  nurse  replied:  "We  are  trying  to  save  money." 

Unfortunately,  this  case  illustrates  the  state  of  interpretive  services  in  many  health  care  settings. 
It  is  repeated  over  and  over  on  a  daily  basis  around  the  country.  Even  in  communities  where 
organized  interpretive  services  are  available,  hospital  and  clinic  staff  are  often  unaware  of  their 
obligation  to  provide  adequate  interpretive  services.  This  process  places  patients,  families  and 
health  care  system  at  great  risk.  It  does  not  meet  with  guidelines  established  by  the  Civil  Rights 
Act  of  1964. 

Language  is  a  major  barrier  to  accessing  health  care  for  non-English  speaking  populations.  Lack 
of  linguistically  and  culturally  appropriate  services  are  major  sources  of  failure  in  acute  and 
preventive  health  care  services.  This  problem  has  a  long  history  in  the  United  States.  In  1964, 
Levy  pointed  out  that  on  the  Navajo  Reservation  "there  are  no  Civil  Service  positions  for 
interpreters  on  the  reservation,  no  on-going  in-service  training  programs  in  interpreting 
techniques... what  attempts  have  been  made  were  invariably  short  lived,  and  with  little  influence 
on  governmental  programs  in  general."^  Writing  in  the  1960's  about  language  on  the  Navajo 
reservation.  Young  observed  that  cross-cultural  interpretation  requires  special  training  and 
highly  developed  skills.  Just  any  bilingual  person,  chosen  at  random,  is  not  sufficient.'^  Young 
and  Levy's  observations  are  correct  and  apply  just  as  clearly  today. 

Communication  in  health  care  is  a  complex  issue.  Language  and  cultural  barriers  complicate  the 
situation.  Language  is  the  framework  in  which  the  world  view  of  a  culture  is  molded,  and  it 
describes  the  boundaries  and  perspectives  of  a  cultural  system.^  A  language  barrier  disarms  a 
communicant's  ability  to  assess  and  convey  meanings,  intent,  emotions,  and  reactions  and 
creates  a  state  of  dependency  on  the  individual  who  holds  the  keys  to  the  entire  process — the 
interpreter. 

Interpretation  requires  a  great  deal  of  skill.  Interpreters  find  it  necessary  to  describe  and  explain 
terms,  ideas  and  processes  that  lie  outside  of  the  linguistic  systems  of  clients.  The  interpretation 
process  must  account  for  divergent  world  views.  Individuals  and  cultures  have  varying 
perspectives  regarding  the  cause,  presentation,  course,  and  treatment^  of  sickness,  as  well  as  the 


^  Levy,  J:  Interpreter  Training  Program.  Window  Rock,  Arizona,  Public  Health  Service,  Division  of  Indian  Health, 
1964,  pi. 

2  Young,  RW:  English  as  a  Second  Language  for  Navajos:  An  Overview  of  Certain  Cultural  and  Linguistic  Factors. 
Albuquerque,  Bureau  of  Indian  Affairs,  19^,  p.l7. 

^  Whorf,  B:  Language,  Thought  and  Reality.  Cambridge,  MA,  The  MIT  Press,  1956. 

^  Kleinman  A:  Patients  and  Healers  in  the  Context  of  Culture:  An  Exploration  of  the  Borderland  Between 

Anthropology,  Medicine  and  Psychiatry.  Berkeley,  University  of  California  Press,  1980,  p.  105. 


Congress  Draft  I 


1 


290 


risk  it  represents  to  others.  We  are  aware  of  cases  in  which  failure  to  communicate  and  to  use 
adequate  interpretive  services  has  led  to  major  medical  and  psychiatric  catastrophes  including 
death. 

I'd  like  to  focus  briefly  on  issues  of  demography.  After  the  fall  of  Saigon  in  1975,  we 
experienced  an  influx  of  new  cultures,  languages,  health  beliefs  and  practices.  Viewed  simply  as 
national  groups,  the  Vietnamese,  Lao,  and  Cambodians  seem  to  represent  a  limited  number  of 
languages.  However,  tfiese  groups  included  ethnic  Chinese  who  spoke  Cantonese  and  Chao-jo,  as 
well  as  hill  tribe  and  religious  minority  groups  that  added  further  to  problems  with 
communications.  These  later  included  the  Hmong,  Mien,  and  Cham  (an  ethnic  minority  of 
Moslems  from  Vietnam  and  Cambodia)  as  well  as  scattered  numbers  of  smaller  tribal  groups 
such  as  the  Khmu,  Lisu,  and  Lu.  The  hill  tribes  each  had  their  own  language,  and  none  of  the 
languages  were  written. 

Many  of  these  language  groups  lack  commonly  used  terminology  for  many  of  the  issues  that  we 
think  of  and  take  for  granted  in  health  care  communications:  terms  such  as  allergy,  infection, 
bacteria,  anxiety  and  depression.  Explanation  of  both  personal  and  public  health  issues  with 
individuals  and  groups  whose  language  and  culture  lacks  equivalent  terminology  and  beliefs  is 
similarly  complex  to  carrying  out  these  activities  in  Indian  Health  -  native  languages  here  in  the 
United  States,  languages  such  as  Navajo  and  Lakota  also  lacked  these  terms  and  therefore,  the 
historical  development  of  the  beliefs  and  theories  connected  with  them.  As  you  are  aware,  these 
are  also  issues  in  English  speaking  minorities  where  conceptual  frameworks  for  mainstream 
ideas  about  prevention  and  care  are  poorly  understood.  The  problem  is  magnified  by  cultural 
boundaries  and  by  the  lack  of  equivalent  terminology  and  beliefs. 

In  the  late  1970's  and  early  1980's  there  were  shifts  within  the  populations  described.  We  began 
to  see  more  rural  people  immigrating,  individuals  who  lacked  formal  schooling  and  who  did  not 
use  written  language.  In  addition,  many  patients  (especially  women  in  the  Hill  Tribe  groups)  had 
to  speak  a  second  language  (such  as  Lao)  in  order  to  communicate  in  clinic.  During  the  '80' s  the 
demography  and  complexity  of  language  need  changed  again.  We  began  to  see  Haitians,  peoples 
from  the  Horn  of  Africa  (Oromo,  Amharic,  Somali,  Tigrinia),  Russians,  a  variety  of  Eastern 
Europeans,  Afghans,  Iranians,  Arab  Americans  and  so  on. 

Throughout  these  years,  clinics  have  continued  to  serve  Asian  Pacific  Island  populations  as  well 
as  a  large  Spanish  speaking  community.  Geographic  differences  abound;  for  example,  the  clinics 
at  Boston  (Tity  Hospital  and  community  clinics  in  the  Northeast  see  large  numbers  of  peoples 
who  speak  Cape  Verdian  Creole.  During  a  recent  outreach  effort  from  our  Seattle  project,  we 
attempted  to  reach  22  communities  targeted  by  language,  ethnicity  or  geogr^hic  location.  Over 
14(X)  individuals  were  interviewed  and  since  we  included  large  groups  (such  as  Arab  Americans) 
we  found  33  languages  identified  as  first  language  or  language  of  choice!  I  point  out  this  effort 
only  to  illustrate  the  complexity  of  language  and  ethnic  issues  in  health  care  as  well  as  social  and 
educational  services.  These  groups  are  lost/hidden  in  our  national  statistics  under  terms  like 
"other"  when  we  view  or  report  on  issues  such  as  public  health,  education  and  the  like.  The 
designation  of  "other"  distresses  subgroups  such  as  Spanish-speaking  migrant  workers  who  may 
be  counted  if  a  designation  such  as  "Hispanic"  is  used,  but  who  see  themselves  and  who  are  seen 
by  health  providers  as  a  population  with  special  needs. 

Many  clinics  and  hospitals  -  often  public  institutions  -  are  heavily  impacted  by  specific  language 
groups.  The  1,336,957  individuals  who  were  reported  to  have  entered  the  US  as  refugees 
between  1980-92^  have  often  settled  in  enclaves  and  this  has  had  a  heavy  impact  on  clinic  and 


^  Refugee  Repom,  March,  31. 1992.  pp.  8-13. 
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hospital  facilities  many  of  whom  were  already  burdened  by  the  need  to  provide  language  services 
to  large,  non-English  speaking  populations.  There  is  evidence  that  many  institutions  (institutions 
who  receive  federal  funds)  have  avoided  delivery  of  care  to  impoverished,  limited  English 
speaking,  or  marginally-covered  groups  of  patients  simply  by  the  lack  of  language  facilities  or  of 
bilingual  staff.  This  failure  to  share  the  work  load  has  placed  a  disproportionate  fiscal  burden  on 
other  institutions. 

Institutions  vary  in  their  arrangements  to  meet  the  needs  of  limited  English  speaking  and  patients 
and  monolingual  health  care  providers.  Even  when  there  is  a  weU  defined  need,  many  f^^cilities 
have  not  dealt  with  language  and  cultural  problems  in  a  formal  or  effective  operational  sense. 
This  was  true  when  I  visited  multiple  facilities  on  the  West  Coast  in  1979  and  1980  as  West 
Coast  Coordinator  for  Refugees  for  the  Health  Services  Administration^  and  it  is  true  today  in 
major  cities  with  large  and  diverse  ethnic  enclaves,  cities  such  as  Chicago^  or  New  York^. 

Formally  organized,  on-site  interpreter  programs  are  often  the  exception'rather  than  the  rule.  In 
general  one  can  state  that  many  hospitals  lack  a)  organized,  on-site  interpreter  services,  b) 
programs  to  assess  and  upgrade  the  skills  of  bilingual  health  workers  used  as  interpreters  or  of 
the  interpreters  themselves,  and  c)  programs  to  train  monolingual  health  care  providers  in  the 
complexities  of  cross-cultural,  triadic  interviewing  and  negotiation.  Providing  interpreters  is  not 
seen  as  an  institutional  responsibility.  For  example,  Chinese- American  patients  have  been  turned 
away  for  failure  to  bring  an  interpreter  to  the  clinic  in  some  California  medical  centers.^  In 
1993,  similar  concerns  were  expressed  by  a  Chicago  area  health  administrator.  He  is  quoted  as 
saying:  "Are  we  redirecting  current  money  from  direct  care  to  interpreter  services?  No.  Our 
preference  is  to  reduce  morbidity  and  mortality."^^  It  is  unclear  how  these  goals  could  possibly 
be  achieved  in  the  absence  of  adequate  communication. 

During  the  1970s,  community-initiated  legal  actions  through  the  Ctffice  of  Civil  Rights  addressed 
the  issues  of  language,  including  sign  language.  These  actions  were  based  on  Title  VI  of  the 
Civil  Rights  Act  of  1964,  as  well  as  Section  504  of  the  Rehabilitation  Act  of  1973.  Institutions 
have  responded  by  developing  interpreter  programs,  by  supporting  community-sponsored 
interpreter  pools,  and  by  adding  bilingual  staff  in  clinic  areas  serving  many  non-English- 
speaking  patients.  Many  of  these  systems  grew  out  of  OCR  complaints  and  settlements. 

More  than  one  system  that  I  am  aware  of  is  currently  engaged  in  litigation  or  considering  OCR 
complaints  to  deal  with  language  issues.  There  is  a  distinct  need  to  increase  the  availability  of 
bilingual  health  workers,  to  redefine  their  skills,  and  to  reconsider  some  of  the  curricula  that  are 
being  used  to  prepare  bilingual  interpreters  in  health  care.  Too  often,  these  curricula  have  failed 
to  take  into  account  the  special  quality  and  character  of  interpretation  in  health  care.  Engrafting 
those  principles  used  in  court  interpretation,  or  in  international/business  interpretation  fails  to 
take  many  of  the  special  qualities  of  medical  environments  into  account.  Some  of  these  special 
issues  include;  trust,  continuity,  as  well  as  the  need  for  mental  health  interpretation  and 
assessment  skills.  Since  the  majority  of  psycho-social  disruptions  occur  in  primary  care  and  non- 
mental  health  settings,  these  skills  are  necessary  in  all  medical  environments.  In  addition, 
training  programs  must  consider  the  multiple,  shared  roles  of  provider,  ombudsman,  and  culture- 
broker  that  medical  interpreters  are  constantly  called  upon  to  provide. 


^  Putsch  RW:  Cross-cultural  communications:  The  special  case  of  inteq)reters  in  health  care.  JAMA  1985:254;3344-3348. 
'^Richman,  R:  Failure  to  Communicate,  The  Chicago  Reporter  1993:22;1-11 
*  Newsletter:  New  Yoric  Task  Force  on  Immigrant  Health.  Spring,  1993. 

^  Gould-Martin  K,  Ngin  C:  Chinese  Americans,  In  Harwood  A  (Ed):  Ethnicity  and  Medical  Care.  Cambridge,  MA, 
Harvard  University  Press,  1981,  pp.  130-171. 

lORichman,R:  FaUure  to  CMnmunicate,  The  Chicago  Reporter  1993:22;  1-11. 
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Language  plays  a  major  role  in  health  care  access  and  in  preventive  health  care.  This  added  to  the 
fact  that  interpreters  in  medicine  share  the  responsibility  for  negotiation  of  difficult  patient  care 
decisions  represents  a  potential  "headache"  to  many  medical  administrators.  They  want  to  know: 
"Who's  going  to  pay  for  it?"  There  has  been  limited  work"  done  to  date  that  suggests  that 
health  care  with  trained  interpreters  is  more  cost  effective.  The  implications  of  further  medical- 
legal  actions  in  this  area,  of  failures  in  basic  delivery  systems,  and  of  demands  created  by 
ongoing  shifts  in  immigration  policy  are  all  areas  that  have  major  impacts  on  health  care  delivery 
systems,  especially  those  that  are  marginally  funded.  Issues  of  language  and  communication 
must  be  thoroughly  represented  in  the  process  of  health  care  financing  and  planning.  We  need  to 
remember  three  things: 

1)  In  the  absence  of  adequate  language  services,  health  care  access  is  severely  limited 
and.  furthermore,  patients  are  at  greater  risk.  2)  We  are  required  to  provide  language 
services^^  in  health  care  and  3)  There  is  no  source  of  funding  for  these  services  short  of 
including  them  in  any  health  care  financing  package  as  services  that  at  required  rather 
than  optional. 

Robert  W.  Putsch,  m,  MD 

Associate  Clinical  Professor  of  Medicine 

University  of  Washington  School  of  Medicine 

Medical  Director,  Cross-cultural  Health  Care  Program 

Department  of  Primary  Care 

Pacific  Medical  Center 

1200  12th  Avenue  Soutii 

Seattie,  Washington  98144 


1  ^  Hardt,  E  mi  Cashman,  R  (Bostoo  City  Hsopital):  Personal  comimmicarion,  1993. 

"A  frequent  cause  of  discrimination  on  the  basis  of  national  origin  in  health  care  settings  which  often  leads  to 
violation  of  Ude  VI  (of  the  Qvil  Rights  Act  of  1964)  is  the  use  of  ineffective  methods  of  communication  between 
Eoglish-^ieaking  health  care  providers  and  persons  who ...  have  limited  proficiency  in  English ...  Using  an 
interpreter  whose  skill  level  is  unknown  to  the  provider  or  who  is  unqualified  (oftexx  the  case  in  using  £amily 
members  or  firioids  to  interpret),  is  usually  aooep^le  only  in  diose  situations  where  accuracy  and  objectivity  are  not 
essential."  Office  of  Qvil  Ri^its-  Region  X.  US  Department  of  Health  and  Human  Services.  Revised.  Fdiniary, 
1985. 
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STATEMENT  OF  LAWRENCE  HILL 
Mr.  Waxman.  Dr.  Hill? 

Mr.  Hill.  Thank  you.  Mr.  Chairman,  as  was  mentioned,  I  am  the 
Dental  Program  Director  of  the  Cincinnati  Ohio  Department  of 
Health  and  I  am  President  of  the  Association  of  Community  Dental 
Programs. 

Personally  I  have  been  involved  in  dental  public  health  programs 
for  the  past  20  years,  and  I  am  here  today  on  behalf  of  the  Coali- 
tion for  Oral  Health. 

The  coalition  is  pleased  that  the  administration's  plan  would  pro- 
vide dental  care  for  children  from  the  outset,  but  we  are  very  con- 
cerned that  most  adult  care  would  not  be  mandated  until  the  year 
2001. 

Our  coalition  urges  you  today  to  include  dental  care  for  both  chil- 
dren and  adults  from  the  outset  in  a  modest  and  cost-effective 
health  benefits  package. 

Dental  diseases  are  not  cosmetic  problems.  When  not  treated, 
they  can  cause  pain,  disfigurement,  malnutrition,  and  even  death. 
Oral  cancer,  for  example,  is  more  common  than  leukemia,  it  is 
more  common  than  cancers  of  the  brain,  the  liver,  bone,  stomach, 
cervix,  and  ovaries.  If  detected  early,  it  is  over  the  10  percent  cur- 
able. 

But  because  so  many  people  do  not  have  an  opportunity  to  get 
routine  dental  examinations,  most  oral  cancer  is  already  advanced 
by  the  time  it  is  diagnosed.  For  that  reason,  oral  cancer  kills  more 
people  each  year  than  cervical  cancer  and  costs  society  over  $2  bil- 
lion a  year  in  treatment  and  lost  wages. 

Dental  care,  just  like  the  treatment  of  infections  anywhere  else 
in  the  body,  affects  overall  health.  It  is  critical  for  diabetics,  per- 
sons with  blood  disorders,  renal  transplant  patients,  patients  on 
chemotherapy  and  patients  on  radiation  therapy.  Thirty  percent  of 
the  initial  signs  of  HIV  infection  are  found  in  the  mouth,  so  it  is 
the  dentist  who  is  often  the  first  to  diagnose  this  disease. 

Yet  over  150  million  Americans  have  no  dental  insurance.  Low 
income  adults  who  have  no  access  to  dental  care  often  must  rely 
on  hospital  emergency  rooms  for  care.  One  Cleveland  metropolitan 
hospital  experienced  a  doubling  of  dental  emergency  visits  from 
1,800  to  3,600  annually  when  dental  benefits  in  a  State-wide  public 
assistance  program  were  eliminated. 

It  is  not  unusual  for  a  single  untreated  dental  infection  to  neces- 
sitate an  8-day  hospital  stay  at  a  cost  of  in  excess  of  $7,000.  Emer- 
gency room  care  is  much  more  costly  than  simply  providing  basic 
adult  dental  benefits.  Delayed  treatment  too  often  becomes  life 
threatening.  One  Los  Angeles  hospital  reports  that  treating — ^re- 
ports treating  many  patients  who  require  several  days  hospitaliza- 
tion for  severe  oral  infections  that  result  in  fever  and  in  swelling 
of  the  neck,  it  can  actually  impair  someone's  ability  to  breath. 

This  is  solely  due  to  neglect  of  oral  problems  that  could  have 
been  solved  earlier  by  providing  simple,  routine  fillings,  extraction 
of  teeth  or  similar  basic  treatment.  Tragically,  some  patients  delay 
care  too  long  and  the  spreading  infection  can  cause  a  variety  of 
complications,  including  severe  brain  damage  or  again,  even  death. 

Parents  must  be  eligible  for  dental  care  if  their  children  are  to 
be  assured  access.  You  simply  can't  slam  the  door  in  mom's  face 
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and  tell  her  that  dental  care  isn't  important  and  expect  her  to 
bring  her  kids  to  the  dentist.  We  know  that  in  Medicaid,  a  program 
that  has  very  much  underserved  adults,  that  in  any  given  year  80 
percent  of  Medicaid  children  never  see  the  inside  of  a  dental  office. 

In  Cincinnati  when  our  local  health  department  had  a  dental 
treatment  program  for  children  only,  the  program  was 
underutilized.  When  we  expanded  it  to  include  adults,  we  became 
inundated  with  both  adults  and  children.  Today  that  one  clinic  now 
has  a  growing  waiting  list  that  approaches  1,000  people. 

Dental  care  is  of  great  concern  for  the  working  poor  who  struggle 
to  get  care  in  our  current  system.  Not  long  ago,  I  personally  saw 
a  recently  unemployed  patient  who  lived  outside  of  our  jurisdiction 
and  faced  a  difficult  dilemma.  Public  assistance  health  coverage 
would  not — ^would  only  reimburse  for  an  extraction  to  relieve  his 
excruciatingly  painful  toothache. 

However,  he  realized  that  a  potential  job  offer  would  not  mate- 
rialize if  he  interviewed  with  a  missing  front  tooth.  So  he  delayed 
treatment.  He  lost  10  pounds  in  about  14  days.  We  finally  managed 
to  bend  our  rules  so  he  could  get  the  proper  treatment  but  today 
no  county  in  Ohio  covers  adult  dental  care  under  that  assistance 
program  and  though  this  patient  got  his  job,  we  are  forced  to  turn 
down  others  weekly  in  similar  situations. 

According  to  a  recent  study,  employees  rank  dental  care  as  the 
second  most  important  benefit  after  medical  plans.  Another  recent 
study  of  AIDS  patients  found  a  higher  need  for  dental  care  than 
any  other  service.  Dentistry  has  led  the  health  professions  in  the 
development  of  effective  preventive  procedures  and  we  know  that 
when  only  6  million  people  had  dental  coverage  back  in  the  1970's 
and  most  visited  the  dentist  for  major  dental  treatment  only, 
whereas  today  many  of  those  with  dental  coverage  seldom  need 
more  than  a  low  cost  cleaning  or  filling  because  they  had  regular 
preventive  care. 

On  behalf  of  those  of  us  who  struggle  daily  to  find  solutions  for 
the  150  million  people  without  dental  coverage,  we  urge  you  today 
to  place  primary  importance  on  dental  health  by  including  a  mini- 
mum decency  package  of  dental  health  benefits  for  both  children 
and  adults  from  the  outset  in  health  care  reform  legislation. 

Thank  you. 

Mr.  Waxman.  Thank  you.  Dr.  Hill. 

[Testimony  resumes  on  p.  307.] 

[The  prepared  statement  of  Dr.  Hill  follows:] 
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STATEMENT     OF     COALITION     FOR     ORAL  HEALTH 
INTRODUCTION 

The  Coalition  for  Oral  Health  is  a  growing  organization  that  recognizes  the  importance  of  oral 
health  as  an  integral  component  of  overall  health  and  is  committed  to  obtaining  access  to  oral 
health  for  all.  Members  of  the  Coalition,  representing  over  150,000  people  nationwide,  include: 
a  consumer's  alliance;  public  health  professionals;  dental  educators  and  researchers;  African- 
American,  Hispanic,  and  other  dental  providers;  representatives  of  community  and  migrant  health 
centers;  and  the  dental  industry.  We  are  not  aware  that  such  a  diverse  alliance  has  ever  come 
before  Congress  in  support  of  the  oral  health  of  the  public.  A  description  of  the  organizations 
supporting  this  statement  is  attached. 

The  Coalition  supports  the  universal  availability  of  health  services  for  all  U.S.  residents  and  is 
grateful  that  the  Clinton  Administration  has  recognized  the  importance  of  oral  health  by  including 
a  basic  package  of  dental  benefits  for  children  and  emergency  dental  care  for  adults  from  the 
outset  in  its  proposed  Health  Security  Act.  Inherent  in  the  President's  plan  is  the  fact  that  the 
mouth  is  part  of  the  body  and  that  oral  health  is  integral  to  general  health.  As  stated  by  former 
U.S.  Surgeon  General  Dr.  C.  Everett  Koop:  "You're  not  healthy  without  oral  health." 

The  Coalition  believes  that  everyone  should  be  entitled  to  at  least  the  modest  package  of  dental 
benefits  essential  to  diagnose  disease,  relieve  pain,  treat  infection,  and  provide  proven  preventive 
services.  We  urge  the  Subcommittee  to  create  a  benefits  package  that  covers  treatment  of 
infections  ~  whether  in  the  foot,  the  stomach,  the  arm,  or  the  mouth  —  for  both  children  and 
adults. 

The  Coalition  recommends  a  basic  benefit  package  that  includes  diagnosis,  emergency  care, 
prevention,  and  primary  care  —  a  benefit  package  both  humane  and  cost-effective.  We  want  to 
assure  people  with  special  needs  that  they  will  be  provided  the  services  they  require  to  be  able 
to  function.  The  basic  but  essential  oral  health  services  we  advocate  have  been  described  as  a 
"minimum  decency  package". 


THE  CASE  FOR  IMMEDIATE  INCLUSION  OF  A  MODEST  ADULT 
DENTAL  BENEFIT  PACKAGE 

Health  care  reforpi  has  been  driven  by  a  number  of  factors,  including  the  lack  of  access  for  the 
37  million  individuals  without  medical  insurance.  Our  focus  is  the  150  million  people  without 
dental  insurance,  who  are  left  vulnerable  to  the  hidden  epidemic  of  oral  diseases  and  their  adverse 
impacts  on  overall  health. 

While  the  Coalition  is  pleased  that  the  Administration's  plan  includes  emergency  oral  health  care 
for  adults  immediately  and  phases  in  preventive  and  basic  restorative  services  by  the  year  2001, 
we  believe  that  the  benefit  package  must  be  broadened  to  include  preventive  and  primary  care 
for  adults  from  the  plan's  initiation. 
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Dental  diseases  are  not  just  cosmetic  problems.  Dental  caries  and  periodontal  diseases  are 
bacterial  infections  which,  like  pneumonia  and  other  bacterial  diseases,  require  treatment.  Oral 
cancer  is  more  common  than  most  people  realize  and  kills  more  people  each  year  than  cervical 
cancer.  Untreated  dental  diseases  cause  millions  of  hours  of  lost  productivity  and  impede 
employability.  Oral  health  affects  general  health  and  treatment  of  dental  diseases  is  often  a 
medical  necessity. 

For  adults  without  dental  coverage  or  the  means  to  pay  for  care,  there  is  no  dental  "safety  net". 
As  in  medicine,  the  hospital  emergency  room  is  often  the  primary  source  of  oral  health  care  for 
the  poor.  Not  only  is  this  the  most  expensive  way  to  provide  care,  but  too  often  the  care 
required  would  not  have  been  necessary  if  the  patient  could  have  had  access  to  preventive  and 
early  interventive  oral  health  care.  Moreover,  unless  there  is  a  dentist  available,  patients  with 
dental  problems  will  be  given  only  temporary  relief  -  the  underlying  problem,  still  untreated, 
will  resurface  at  a  later  time.  In  reviewing  hospital  admission  rates  for  groups  of  dental 
procedures,  we  see  the  even  more  costly  results  of  lack  of  access  and  coverage  among  low 
income  patients.  When  admission  rates  were  reviewed  for  dental  conditions,  major  diflTerences 
were  found  in  hospital  admission  rates  for  dental  conditions  between  low  and  high  income  areas. 
In  New  York  City,  for  example,  low  income  areas  have  admission  rates  for  dental  groupings  that 
are  2.7  times  higher  than  high  income  areas.  In  a  study  of  ten  states  (California,  Florida,  Illinois, 
Massachusetts,  New  Hampshire,  New  Jersey,  New  York,  Oregon,  Washington,  and  Vermont), 
low  income  areas  had  admission  rates  that  were  about  2.4  times  higher. 

One  hospital  in  Cleveland  had  1800  dental  emergency  room  visits  annually  until  dental  benefits 
in  the  general  assistance  program  were  eliminated;  this  doubled  the  number  of  emergency  room 
dental  visits  to  3600  annually. 

A  teaching  hospital  in  Texas  has  over  550  emergency  room  visits  per  month  for  dental  pain  and 
infection.  University  officials  estimate  a  cost  of  at  least  $100  per  visit  for  these  patients  -  or 
over  one  half  million  dollars  annually  in  emergency  room  costs.  A  hospital  in  North  Carolina 
indicates  that  between  five  and  eight  percent  of  its  emergency  room  visits  are  for  dental  care, 
which,  combined  with  emergency  patients  seen  at  the  hospital  dental  program,  totals  over  625 
emergency  dental  visits  per  month.  Similarly,  a  New  York  City  hospital  dental  program  reports 
860  emergency  room  dental  visits  per  month.  An  example  of  the  costs  associated  with  pattern 
of  care  is  the  patient  with  an  untreated  dental  abscess  who  required  hospitalization  for  8  days  in 
New  York  City  at  a  cost  of  $7,000. 

The  access  problems  that  lead  patients  to  turn  to  emei^ency  rooms  for  their  care  occur 
throughout  the  U.S.  In  Rhode  Island,  the  state  health  department  receives  approximately  10  calls 
each  day  from  residents  in  desperate  need  of  emergency  dental  care.  After  having  exhausted  the 
phone  book  listings  of  dentists,  these  people  are  referred  to  one  of  3  community  health  center 
programs,  where  they  are  placed  on  a  waiting  list  of  from  3  to  1 8  months. 

Adult  oral  health  also  affects  employability  and  self-esteem,  as  highlighted  in  the  state  of 
Maryland's  "Project  Independence"  program.    This  is  a  job  training  program  for  welfare 
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recipients,  and  is  mandatory  for  those  with  children  over  age  3.  The  state's  Secretary  of 
Economic  and  Employment  Development  noticed  that  program  participants  he  met  held  their 
hands  to  their  mouths  and  seldom  smiled;  they  were  embarrassed  by  their  decayed  teeth.  A 
typical  client  had  many  lost  and  broken  teeth  and  teeth  riddled  with  cavities;  treatment  of  this 
dental  disease  helped  her  to  get  a  job,  A  state  partnership  with  the  University  of  Maryland  at 
Baltimore  Dental  School  allows  participants  to  receive  dental  treatment  at  $10  a  visit.  The 
program  has  demonstrated  the  connection  between  oral  health,  self-esteem,  and  employability. 

Oral  cancer  is  more  common  than  cancer  of  the  cervix  and  ovaries  as  well  as  leukemia, 
melanoma  of  the  skin,  Hodgkin's  disease,  and  cancers  of  the  brain,  liver,  bone,  thyroid  gland, 
and  stomach.  While  over  90%  of  oral  cancers  can  be  cured  if  detected  early,  most  oral  cancer 
is  "late  stage"  before  it  is  detected.  Each  year  approximately  30,000  people  are  diagnosed  with 
oral  cancer,  and  8,000  people  die  from  it.  Many  of  those  who  survive  require  extensive  and 
costly  treatment  including  surgery,  chemotherapy,  and/or  radiation  therapy.  Treatment  costs 
generally  range  from  $40,000  to  $100,000  per  case  and  even  those  who  survive  have  significant 
disability  and  lost  productivity. 

Treatment  of  oral  cancers  costs  $1 .0  to  $2.3  billion  annually.  It  is  estimated  that  lost  wages  add 
an  additional  $1  billion  or  more  to  the  annual  cost.  Providing  oral  examinations  to  prevent  oral 
cancer  offers  an  opportunity  to  shift  costs  from  those  required  for  treatment  to  disease  prevention. 
In  doing  so,  it  is  estimated  that  94-98%  of  oral  cancers  can  be  intercepted  in  the  precancerous 
stage  and  prevented. 

While  one  wouldn't  think  of  designing  a  benefit  package  that  didn't  include  pap  smears  as  a 
measure  to  detect  and  prevent  cervical  cancer,  oral  examinations  to  detect  oral  cancer  are  not 
included  in  the  President's  plan  until  2001.  If  regular  oral  examinations  of  adults  are  not  covered 
in  the  national  health  care  benefit  package,  many  persons  would  be  denied  the  opportunity  to 
have  this  life-threatening  disease  detected  early,  thus  contributing  to  needless  deaths  and 
increasing  the  chances  of  disfigurement  as  the  result  of  extensive  surgery  that  could  have  been 
prevented.  Dental  professionals  are  trained  to  detect  and  diagnose  oral  cancer.  Further,  the  same 
oral  examinations  that  are  critical  for  detecting  oral  cancers  can  provide  early  diagnosis  of  other 
serious  health  conditions.  Examples  include:  HIV  disease,  nutritional  disorders,  leukemia, 
diabetes,  lymphomas,  bulimia,  and  anorexia. 

The  Coalition  is  also  concerned  about  the  critical  gap  in  coverage  of  medically  necessary  oral 
health  care.  Medically  necessary  oral  health  care  is  a  direct  result  of,  or  has  direct  impact  on, 
an  underlying  medical  condition.  It  includes  care  directed  toward  control  and/or  elimination  of 
pain,  infection,  and  reestablishment  of  fimction.  There  are  a  variety  of  serious  diseases  and 
conditions  that  can  be  complicated  where  oral  health  is  not  properly  attended  to. 

•  For  diabetics,  any  infection  can  be  life  threatening,  because  the  infection 
exacerbates  the  diabetes  and  precludes  control  of  elevated  blood  sugar  levels.  In 
this  context,  it  is  important  to  remember  that  periodontal  diseases  and  dental  caries 
are  the  most  common  infections  in  adults. 
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•  For  those  with  a  blood  disorder,  gingival  (gum)  bleeding  can  be  life  threatening. 
Persons  at  risk  include  hom^hiliacs  and  those  with  HIV  disease. 

•  Renal  transplant  patients,  those  on  chemotherapy,  and  anyone  with  an  immune 
deficiency  are  vuhierable  to  die  uncontrolled  progression  of  the  herpes  simplex 
virus  (fever  blisters).  The  virus  can  spread  to  the  brain  and  spinal  cord  in  those 
who  are  immunosuppressed.  When  uncontrolled,  this  often  results  in  death. 

•  For  those  receiving  radiation  ther^y,  a  dental  abscess  or  infection  frequendy 
becomes  uncontrolled  and  destroys  the  surrounding  bone  or  even  the  jaw  itself, 
leading  to  mutilation  and  sometimes  death.  Rampant  decay  is  a  common 
complication  due  to  the  destruction  of  the  salivary  glands. 

•  Bacteria  from  oral  infections  can  similarly  spread  through  the  blood  stream  and 
attach  to  heart  valves  and  other  prosthetic  replacements  in  patients  who  have  heart 
murmiu^  from  congenital  or  acquired  heart  defects.  This  resxilts  in  death  50%  of 
the  time. 

•  For  patients  on  chemodierapy,  oral  infections  can  spread  unchecked  through  the 
blood  stream  because  of  the  absence  of  natural  defenses.  Mouth  infections  are  the 
most  common  infections  in  chemotherapy  patients  and  are  therefore  a  major  cause 
of  life  threatening  disease  in  these  patients. 

•  Because  the  earliest  manifestations  of  HIV  disease  often  occur  in  the  mouth, 
dental  professionals  play  a  critically  important  role  in  the  early  detection  of  this 
disease.  Such  early  detection  means  earlier  therapeutic  intervention  is  possible, 
thus  extending  the  productive  life  spans  of  affected  individuals  and  improving 
their  quality  of  life. 

Other  preventive  and  primary  care  services  for  adults  have  proven  their  cost-effectiveness. 
Topical  fluorides  can  prevent  caries  (decay)  in  adults.  Periodontal  (gum)  services  can  prevent 
medical  complications  and  foster  die  establishment  of  a  functional,  pstn-free  dentition  which  is 
essential  to  overall  health,  proper  nutrition,  and  the  prevention  of  disease.  The  provision  of 
simple  restorations  brings  significant  out-year  cost  savings  for  adults  by  reducing  the  need  for 
more  complicated  treatment  According  to  the  National  Institute  of  Dental  Research,  nearly  $40 
billion  was  saved  on  dental  treatment  costs  in  the  1980s  because  of  improvements  in  oral  health 
attributable  to  the  widespread  use  of  fluorides,  increased  use  of  preventive  services  by 
practitioners,  and  fewer  patients  needing  dentures. 

Poor  and  low  income  adults  with  limited  or  no  oral  healdi  care  coverage  do  not  have  access  to 
routine  preventive  and  primary  ordl  care  through  the  existing  dental  care  delivery  system. 
Because  Medicaid  dented  services  fOT  adults  are  optional  rather  than  mandated,  some  states 
provide  no  dental  coverage  for  adults  and  most  of  the  remainder  provide  only  emergency 
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treatment  or  very  limited  restorative  services.  More  states  are  considering  eliminating  adult 
dental  services  as  the  country's  economic  situation  continues  to  strain  state  budgets. 

The  Administration's  proposal  to  cover  adult  emergency  care  from  the  outset  is  a  necessary  and 
important  step  as  it  will  decrease  costs,  increase  access,  and  improve  quality  by  giving  millions 
of  adults  access  to  dental  offices  for  treatment  of  dental  emergencies.  Coverage  of  emergency 
care  is  insufficient,  however,  because  it  will  not  bring  about  the  positive  health  outcomes  that 
result  from  the  provision  of  preventive  and  primary  care.  A  choice  to  provide  adult  emergency 
care  only  is  a  choice  to  forgo  the  savings  from  avoiding  more  costly  secondary  and  tertiary 
treatment,  to  forgo  the  savings  from  avoiding  time  away  from  work  and  school,  and  to  forgo  the 
financial  and  individual  savings  from  avoiding  pain,  disfigurement,  and  even  death. 

Dental  care  is  also  critical  to  maintaining  the  general  health  of  special  patient  groups  of  all  ages, 
including  those  with  developmental  disabilities,  birth  defects,  genetic  disorders  and  acquired 
medical  disabilities.  These  people  often  face  catastrophic  costs  because  they  require  special  care 
just  to  be  able  to  function.  Hospitalization  and  general  anesthesia  may  be  needed  to  treat 
children  with  "nursing  bottle  caries"  cases  at  a  cost  of  several  thousand  dollars.  Children  with 
facial  deformities  so  severe  that  they  caimot  eat,  chew,  or  talk  properly  need  orthodontic  care  to 
correct  their  handicapping  malocclusions  (bites).  Those  bom  with  genetic  conditions  such  as 
ectodermal  dysplasias  need  dentures  because  they  have  few  or  no  teeth.  Cleft  lip/palate  patients 
require  surgical  intervention  and  dental  appliances  to  gain  function.  While  we  are  pleased  that 
the  Administration's  plan  recognizes  the  need  for  care  for  those  with  genetic  disorders,  we  want 
to  assure  all  special  patients  that  they  not  have  to  worry  about  "falling  through  the  cracks"  - 
that  payment  for  their  oral  health  care  may  be  denied  because  it  is  classified  as  "dental"  by  their 
medic^  insurance  plan  and  as  "medical"  by  their  dental  insurance  plan,  if  any. 

CHILDREN*S  PRIMARY  ORAL  HEALTH  CARE 

The  Administration's  plan  to  require  the  provision  of  preventive  and  primary  care  dental  services 
for  children  is  both  scientifically  sound  and  just.  This  will  give  all  children  the  opportunity  to 
experience  the  dramatic  improvements  in  oral  health  possible  with  today's  proven  preventive  and 
restorative  techniques.  Inclusion  of  all  children  is  important  because  dental  caries  (tooth  decay)  - 
-  the  most  prevalent  of  all  chronic  diseases  —  eventually  afflicts  abnost  the  entire  population. 
Eligibility  tiers  based  on  income  inevitably  leave  many  vuhierable  children  just  beyond  the  cut  - 
off  and  subject  to  unnecessary  disease,  pain,  and  dysfunction. 

An  example  from  the  Head  Start  program  illustrates  the  importance  of  children's  oral  health  care. 
A  Head  Start  program  health  coordinator  noted  a  child  in  the  program  who  was  not  socializing 
with  other  children,  did  not  seem  to  comprehend  the  teacher's  lessons,  didn't  respond  to 
questions  and  didn't  participate  in  group  activities.  In  essence,  the  child  was  exhibiting  anti- 
social behavior.  Coincidentally,  this  child  eventually  remained  the  only  one  in  the  program 
whose  parent  had  not  arranged  for  the  required  dental  exam  and  follow-up  care.  When  program 
staff  got  the  child  to  a  pediatric  dentist,  she  discovered  advanced  decay,  multiple  abscesses,  and 
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broken-off  teedi  with  shaip  edges.  The  problems  were  so  severe  that  the  child  had  to  be  treated 
under  general  anesthesia  in  a  local  ho^ntal  outpatient  surgery  department.  Within  one  week  after 
treatment,  diis  little  boy  began  to  play  with  the  other  children.  We  must  consider  the  potential 
for  diminished  capacity  to  learn  imd  possibly  even  aberrant  social  behavior  had  this  child  not 
been  able  to  get  necessary  dental  care. 

Requiring  that  all  children  have  access  to  primary  and  preventive  oral  health  services  is  especially 
important  for  disadvantaged  children.  Among  school  aged  children,  poor,  minority,  handicapped, 
and  other  underserved  children  experioice  most  of  the  decay— the  very  children  whose  access  to 
oral  healtii  services  is  most  restricted  because  of  their  families'  income,  ethnicity,  or  disabling 
conditions.  Unfortunately,  the  Medicaid  program  has  been  an  empty  promise  for  these  children. 
Despite  the  fact  that  dental  benefits  are  federally  mandated  for  children  through  the  Early  and 
Periodic  Screening,  Diagnosis,  and  Treatment  (EPSDT)  program,  fully  80  percent  of  M«iicaid 
children  fail  to  receive  any  dental  services  in  a  given  year. 

There  is  some  early  evidence  that  when  adults  receive  dental  care,  their  children  are  many  times 
more  likely  to  receive  care  than  are  children  whose  parents  do  not  receive  care.  This  is  home 
out  in  the  experience  of  Coalition  members  and  is  yet  another  reason  why  the  Coalition  believes 
that  the  best  public  policy  is  to  assure  universal  access  to  basic  benefits  for  children  and  adults, 
stressing  prevention  and  primary  care. 


THE  IMPORTANCE  OF  PREVENTION  AND  DENTAL  INSURANCE 

We  are  pleased  that  Congress  and  the  Administration  are  committed  to  designing  a  plan  that 
moves  us  toward  preventi(Hi  and  away  from  cosdy  treatments.  Dentistry  is  the  classic  public 
health  success  story,  having  led  tiie  health  professions  by  developing  a  formidable,  extensive, 
well-researched,  and  cost-effective  set  of  preventive  procedures.  Unlike  many  medical  conditions 
that  are  self-limiting  (colds,  flu,  etc.  which  run  their  course  without  the  necessity  of  a  medical 
intervention),  untreated  oral  diseases  typically  become  more  serious,  more  difficult,  and  more 
expensive  to  treat.  The  consequences  of  not  treating  oral  disease  extend  well  beyond  the  more 
obvious  health  consequences  such  as  the  severe  pain  of  toothache  (which  has  been  characterized 
as  one  of  the  most  excruciating  types  of  pain)  and  inability  to  chew  food,  to  the  more  serious 
general  health  consequences  of  severe  systemic  infections,  psychosocial  problems,  impaired 
nutrition  and  weight  loss,  severe  disfigurement,  and  death.  In  neariy  every  case  of  oral  disease, 
eariy  detection  and  treatment  saves  emotional,  physical,  and  financial  costs.  Every  dollar 
invested  in  a  simple  filling  saves  at  least  $8  in  the  more  expensive  restorative  care  that  would 
be  required  if  the  problem  woe  left  untreated. 

In  fiact,  dental  care  is  one  of  tiie  success  stOTies  in  the  health  industry  in  the  past  20  years.  In 
1970,  when  only  6  million  Americans  had  dental  benefit  coverage,  most  visited  the  dentist  only 
when  they  needed  major  treatment  -  a  root  canal,  crown,  tooth  extraction  or  gum  surgery. 
Today,  many  of  those  with  dental  coverage  seldom  need  treatment  more  complicated  than  a 


6 


301 


simple  cleaning  or  filling  because  they  visit  dental  professionals  regulariy  for  routine  care.  Even 
those  who  require  more  complicated  treatment  require  far  less  tiian  in  the  past. 

So  effective  is  preventive  dentistry  that  dental  insurance  plans  often  include  incentives  to 
encourage  bene^ciaries  to  receive  examinations,  cleanings,  and  fluoride  treatments.  Dental 
insurance  usually  provides  100%  reimbursement  for  preventive  services,  while  requiring 
copayments  for  restorative  services. 

Despite  the  fact  that  people  better  understand  the  importance  of  prevention,  having  dental 
coverage  is  still  the  single  highest  predictor  of  whether  a  person  obtains  oral  healtii  care.  People 
with  dental  benefits  are  ahnost  twice  as  likely  to  visit  a  dental  ofRce  in  any  given  year  as  those 
without  benefits.  Ahnost  50%  of  those  without  coverage  failed  to  visit  a  dental  ofRce  last  year, 
many  delaying  treatment  until  a  condition  had  progressed  to  an  acute  or  irreversible  stage.  That 
is  v/hy  the  Coalition  also  supports  the  continuation  of  the  favorable  tax  treatment  for  dental 
insurance  plans.  We  fear  that  the  current  dental  access  problem  would  be  greatly  exacerbated 
if  dental  coverage  was  taxable  to  employees  or  not  fully  deductible  to  employers. 


CONCLUSION 

The  public  recognizes  the  importance  of  dental  care.  In  Oregon,  where  inclusion  of  services 
under  their  Medicaid  waiver  was  based  on  cost  efTectiveness  and  consumer  input,  all  dental 
sauces  except  for  implants  and  treatment  of  temporomandibular  joint  disorders  will  be  funded 
for  all  age  groups.  A  recent  study  of  857  AIDS  patients  who  were  clients  of  the  Robert  Wood 
Johnson  Foundation's  AIDS  Health  Services  program  in  9  U.S.  cities  found  that  more 
respondents  reported  a  need  for  dental  care  tiban  for  any  other  service  need.  Hewitt  Associates 
testified  before  the  Subcommittee  on  Health  of  the  House  Ways  and  Means  Committee  that  "most 
employees  with  major  employers  now  get  dental  benefits  as  part  of  their  health  plans  and  that 
the  employees  highly  value  such  plans.  If  a  uniform  plan  design  were  to  cause  diem  to  lose 
access  to  those  benefits,  negative  employee  reaction  would  be  considerable."  According  to  the 
Hewitt  Associates  testimony,  dental  plans  rank  second  only  to  medical  plans  in  employee  attitude 
surveys  concerning  preferred  benefits;  dental  plans  rank  ahead  of  paid  time  ofT,  ahead  of  pension 
benelRts,  and  ahead  of  life  insurance. 

We  believe  strongly  that  a  basic  package  of  preventive  and  primary  health  care  benefits, 
including  comparable  oral  health  benefits,  should  be  required  to  be  available  in  bodi  private  and 
community-based  settings  to  all  persons. 

Our  recommended  oral  health  benefit  package  is  detailed  on  the  following  pages.  In  general,  the 
benefit  package  the  Coalition  recommends  is  intended  to  incorporate  basic  dii^ostic,  preventive, 
and  treatment  services  diat  have  been  proven  effective  in  preventing  and  controlling  dental  and 
oral  diseases  and  defects.  We  are  recommending  some  of  the  least  costly  and  most  cost-effective 
health  services  available. 
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COALITION-ENDORSED  ORAL  HEALTH  CARE 
"BASIC"  COVERED  BENEFITS 

The  Coalition  for  Oral  Health  proposes  that  the  following  basic  benefit  package  be  mandated  as 
part  of  the  required  health  care  benefit  package  for  children  and  adults: 

1.  Preventive  Services 

A.  Professional  Oral  Health  Assessment.  A  thorough  annual  examination  of  hard  and 
sofk  tissues  of  the  oral  cavity  and  related  structures,  including  necessary 
radiographs  and  counseling. 

B.  Dental  Sealants.  The  chewing  surfaces  of  permanent  molar  teeth  are  those 
that  are  most  susceptible  to  tooth  decay.  Dental  sealants,  plastic  coatings 
applied  on  these  surfaces,  ofTer  the  greatest  protection  against  this  decay. 

C.  Professionally-Applied  Topical  Fluoride.  Topical  fluoride  application  for 
children  and  adults  who  are  assessed  to  be  at  high  risk  for  dental  caries. 

D.  Oral  Prophylaxis.  An  annual  dental  cleaning. 

E.  Fluoride  Supplements.  This  preventive  prescription  would  be  available  for 
children  up  to  age  13  in  areas  where  the  fluoride  level  of  the  community's  water 
supply  is  less  than  optimum. 

F.  Space  maintenance  for  children  3-12  years  of  age.  This  procedure  prevents 
orthodontic  complications  for  peimanent  molar  teeth  that  would  be  prevented  from 
normal  eruption  if  the  space  were  not  maintained. 

2.  Acute,  Emergency  Dental  Services.  Coverage  includes  services  which  eliminate  acute 
infection,  control  bleeding,  relieve  pain,  and  treat  injuries  to  the  maxillofacial  region. 

3.  Early  Intervention  Services  (to  maintain  and  restore  fimction) 

A.  Restorative  Services,  Dental  fillings  with  FDA-approved  materials,  excluding 
metal  castings  and  cosmetic  services. 

B.  Endodontic  Services  (root  canals)  for  those  up  to  ^e  18. 


C.      Periodontal  Maintenance  Services.  Basic,  non-surgical  periodontal  (gum)  therapy, 
beyond  tooth  cleaning  and  polishing,  for  those  15  years  and  older. 
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4.  Special  Needs  Patients.  Special  needs  patients  include,  but  are  not  limited  to,  those  with 
developmental  disabilities,  regardless  of  age  (e.g.  birth  defects  such  as  cleft  lip/palate  and 
genetic  disorders  such  as  ectodermal  dysplasia  and  Sjogren's  Syndrome),  and  acquired 
medical  disabilities  from  either  traumatic,  neoplastic,  or  infectious  disease  (e.g., 
tuberculosis,  HIV,  oral  cancer).  The  benefit  package  includes  those  services  required  to 
assure  special  needs  patients  the  above  package  of  basic  oral  care  and  additional  services 
they  require  to  have  a  functional  dentition,  including,  when  necessary,  hospitalization  and 
general  anesthesia,  orthodontic  care  for  handicapping  maloccliisions,  and  appropriate 
prosthodontic  care  for  diose  with  ectodermal  dysplasia  and  other  genetic  disorders. 

5.  Dentures.  Removable  prosthodontics  to  restore  function  are  included,  using  a  phased-in 
approach.  Initially,  full  dentures  are  covered,  limited  to  no  more  than  one  set  every  8 
years,  except  for  special  needs  patients.  Partial  dentures  would  be  phased  in  as 
rapidly  as  the  system  would  allow. 

Fundamental  to  our  proposal  is  that  any  medically  adjunctive  oral  health  care  is  covered.  Also 
inherent  in  the  proposal  is  recognition  that,  if  a  dentist  is  licensed  to  provide  a  covered  service 
in  the  health  plan,  then  the  dentist  should  be  allowed  to  provide  those  services  and  be  reimbursed 
in  the  same  manner  as  any  other  provider  in  the  plan.  In  addition,  health  plans  should  not 
discriminate  in  participation  or  reimbursement  against  providers  who  are  licensed  to  perform 
services  and  are  practicing  within  the  scope  of  their  license. 

While  the  oral  health  of  many  thousands  of  citizens  would  benefit  fhjm  the  provision  of  other 
dental  procedures  (e.g.,  crowns,  bridges,  and  removable  partial  dentures),  this  benefit  package, 
in  the  interest  of  containing  cost,  allows  for  only  the  most  basic  of  dental  services.  The  premium 
(which  has  been  adjusted  to  reflect  1994  fee  schedules)  for  this  preventive  and  primary  oral 
health  package  for  children  and  adults  would  cost  less  than  $10  per  month. 
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COALITION  FOR  ORAL  HEALTH  MEMBERS  SUPPORTING  THIS  STATEMENT 


AiMERiCAN  Academy  of  Oral  Medicine  was  established  to  combine  the  knowledge  and  skills 

of  dentistry  and  medicine  to  promote  total  health  care.  Members'  practices  are  involved  with  the 
diagnosis  and  treatment  of  diseases  which  primarily  and  secondarily  affect  the  oral  cavity  and 
its  adjacent  structures  and  care  of  the  medically  compromised. 

American  Academy  of  Oral  Pathology  represents  the  specialty  of  dentistry  that  provides 
clinical  and  laboratory  services  to  private  practitioners,  institutional  and  hospital  dentists, 
physicians,  and  pathologists.  Their  services  are  critical  for  development  of  a  primary  health  care 
program  that  emphasizes  early  detection  and  prevention  of  cancer,  the  oral  management  of  AIDS 
patients,  and  the  early  detection  and  management  of  transmissible  infectious  diseases. 

American  Assocl\tion  for  Dental  Research  represents  over  4,500  professionals  involved 
in  oral  health  research  throughout  the  United  States.  The  Association  promotes  research  to 
improve  oral  health  worldwide  and  fosters  dissemination  of  scientific  advances  relevant  to  oral 
health.  The  association  facilitates  communication,  collaboration,  and  research  training  and 
education  within  the  scientific  community.  The  AADR  is  a  Division  of  the  International 
Association  for  Dental  Research. 

American  Assocution  of  Dental  Schools  represents  all  of  the  dental  schools  in  the 
United  States,  as  well  as  advanced  education,  hospital,  and  allied  dental  education  institutions. 
It  is  within  these  institutions  that  future  practitioners,  educators,  and  researchers  are  trained; 
significant  dental  care  provided;  and  the  majority  of  dental  research  conducted. 

American  Assoclvtion  of  Oral  and  Maxillofaclvl  Surgeons  represents  the  6,000  oral 
and  maxillofacial  siirgeons  in  private  and  academic  practice  and  whose  members  provide  to 
patients  extensive  office  and  hospital  based  oral  and  maxillofacial  surgical  care. 

American  Association  of  Public  Health  Dentistry  represents  the  specialty  of  dental 
public  health.  It  has  a  diverse  membership  of  oral  health  professionals.  AAPHD's  pnmary  focus 
is  to  improve  the  oral  health  of  the  public,  using  principles  and  methods  of  public  health  practice. 

American  Dental  Hygienists'  Association  is  the  largest  national  organization  representing 
the  professional  interests  of  approximately  100,000  licensed  dental  hygienists  across  the  country. 
To  improve  the  public's  total  health,  the  mission  of  the  ADHA  is  to  advance  the  art  and  science 
of  dental  hygiene  by  increasing  the  awareness  to  and  ensuring  access  to  quality  oral  health  care, 
promoting  the  highest  standards  of  dental  hygiene  education,  licensure  and  practice,  and 
representing  and  promoting  the  interests  of  dental  hygienists. 
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American  Dental  Trade  Association  founded  in  1882,  rq)resents  Dental  Distributors;  the 
Dental  Laboratory  Conference  (leading  Dental  Laboratories)  and  dental  manufacturers.  The 
objectives  of  ADTA  are  to  promote  and  encourage  the  development,  production,  and  distribution 
of  equipment  and  materials  for  the  dental  profession,  dental  schools,  and  dental  laboratories  so 
as  to  enable  its  members  to  perform  the  highest  degree  of  useful  service  for  the  public. 

AMERICAN  PUBLIC  HEALTH  AssocuTiON  represents  32,000  formal  and  20,000  affiliate 
members  in  all  disciplines  of  public  health.  The  Association  promotes  and  protects  personal  and 
environmental  health. 

American  Society  of  Dentistry  for  Children  is  the  oldest  advocacy  group  within 
dentistry  for  promotion  of  oral  health  for  the  children  in  the  United  States.  Its  distinguished 
history  goes  back  to  the  middle  1920s  and  it  remains  today  a  coalition  of  specialists  of  pediatric 
dentistry  who  deeply  believe  that  the  dental  professions  must  always  focus  on  preventive 
dentistry  for  the  child  patient  population  and  for  the  reclamation  of  dental  health  for  dentally 
diseased  children. 

Association  of  Community  Dental  Programs  is  an  organization  comprised  of  dental 
directors  and  dental  program  personnel  of  local  and  county  health  departments  and  staff  of  any 
other  community  based  dental  public  health  programs.  The  mission  is  to  assure  access  to  dental 
prevention  and  treatment  services  to  all  constituents  in  a  cost  effective  manner  by  minimizing 
duplication  and  sharing  information  and  methods. 

Association  of  Minority  Health  Professions  Schools  is  an  organization  which 
represents  eleven  Historically  Black  Health  Professions  Schools  in  the  country.  The  primary 
focus  of  the  association  is  to  seek  the  improvement  of  the  health  status  of  minority  communities. 

Association  of  State  and  Territorial  Dental  Directors  is  a  voluntary  professional 
organization  whose  members  are  the  directors  of  public  oral  health  programs  in  the  states  and 
U.S.  territories.  ASTDD  is  an  affiliate  of  the  Association  of  State  and  Territorial  Health 
Officials. 

Clinical  Directors  Network,  Region  n.  Inc.  is  a  peer  organization  providing  coUegial 
support,  netwoiidng,  education,  and  research  opportunities  for  primary  care  clinicians  practicing 
in  Community  Health  Centers. 

Federation  of  Special  Care  Organizations  in  Dentistry  is  an  umbrella  organization 
for  the  American  Association  of  Hospital  Dentists,  Academy  of  Dentistry  for  the  Handicapped, 
and  the  American  Society  for  Geriatric  Dentistry.  The  federation  joins  together  organizations  of 
like  missions  to  stimulate  teaching,  education,  research,  and  patient  care  for  special  populations 
including  the  mentally  and  physically  challenged,  medically  compromised,  and  the  elderly  and 
frail. 


11 


306 


Hispanic  Dental  Association  was  founded  in  January  1990  and  currently  represents  642 
members.  The  mission  of  HDA  is  to  provide  leadership  and  represent  professionals  who  share 
a  common  commitment  to  improve  the  oral  health  of  the  Hispanic  community. 

Kentucky  Oral  Health  Consortium,  Inc.  is  an  organization  promoting  awareness  of  the 
effects  of  dental  disease  on  the  health  of  all  Kentuckians,  stimulating  oral  health  program 
development,  and  fostering  pilot  projects  that  support  or  promote  the  prevention  of  dental  disease 
and  improved  access  to  oral  health  services. 

National  Alliance  for  Oral  Health  is  a  coalition  addressing  the  oral  health  needs  of 
special  patient  populations.  NAOH  is  a  non-profit  coalition  of  voluntary  health  groups, 
professional  health-related  organizations,  and  individuals  who  are  united  by  their  common 
concerns  for  the  needs  of  special  patient  populations. 

National  Assoclvtion  of  Community  Health  Centers  represents  560  organizational 
members.  NACHC  has  aided  and  overseen  the  growth  and  development  of  community  and 
migrant  health  centers  and  worked  to  bring  health  center  administrators  and  clinicians  together 
with  consumers  on  the  state  level  to  aid  them  in  development  of  their  own  advocacy  network. 

National  Dental  Association  represents  ethnic  minority  dentists  and  allied  dental 
professionals  in  the  United  States  and  the  communities  they  serve.  Their  mission  is  to  improve 
the  oral  health  status  of  the  medically  underserved  and  disenfranchised  by  increasing  the  number 
of  minority  providers,  researchers,  and  educators. 

National  Network  for  Oral  Health  Access  is  an  organization  of  dental  providers 
practicing  in  commimity,  migrant,  and  homeless  health  centers  with  the  goal  of  improving  the 
health  status  of  the  unserved  and  underserved  through  improved  and  increased  access  to  oral 
health  care. 
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Mr.  Waxman.  Dr.  Parkinson. 

STATEMENT  OF  MICHAEL  D.  PARKINSON 

Mr.  Parkinson.  Good  afternoon,  Mr.  Chairman,  Mr.  Brown.  I 
want  to  express  my  personal  gratitude  for  the  invitation  to  appear 
before  you  today  to  discuss  what  we  consider  to  be  a  real  water- 
shed event  in  the  history  of  preventive  medicine  and  public  health, 
that  is  the  inclusion  of  clinical  preventive  services  in  a  basic  bene- 
fits package. 

I  would  like  to  highlight  some  of  our  thoughts  as  the  medical 
specialties  society  most  concerned  with  preventive  medicine  and 
public  health  about  the  preventive  services  themselves  and  to  high- 
light some  of  our  concerns,  which  will  echo  those  of  yours  this 
morning,  Mr.  Chairman,  concerning  funding  mechanisms  for  what 
v/e  consider  to  be  the  foundation  of  clinical  preventive  services,  and 
that  is  population  based  approaches  to  prevention. 

The  overall  comprehensiveness,  scope,  and  the  thought  that  went 
into  the  prevention  elements  of  the  Health  Security  Act  are  indeed 
commendable.  As  a  group,  we  think  that  they  address  practically 
every  component  of  the  prevention  venue  that  we  deal  with.  We  are 
particularly  impressed  with  the  use  of  epidemiologic  methods,  a  sci- 
entific approach  in  the  plan  to  get  involved  in  areas  such  as  quality 
assurance  and  quality  management,  areas  which  are  long  overdue 
in  our  health  care  delivery  system. 

Let  me  explain  a  little  bit  about  the  specialty  of  preventive  medi- 
cine and  why  in  my  subsequent  review  of  clinical  representative 
services  we  may  highlight  some  areas  that  other  specialty  groups 
might  not  have. 

Preventive  medicine  as  a  specialty  has  been  around  for  about  40 
years  and  is  unique  among  other  medical  specialties  in  that  physi- 
cians are  trained  in  both  clinical  medicine  and  in  public  health, 
that  is  a  population  approach  to  the  health  of  individuals  and  com- 
munities. 

Our  physicians  practice  in  a  wide  variety  of  settings  that  com- 
bine both  individual  medicine  and  population  approaches  to  health: 
Public  health  agencies,  occupational  health  settings,  hospitals,  clin- 
ics, government  agencies,  et  cetera. 

In  preventive  medicine,  we  consistently  however  rely  on  a  quan- 
titative and  epidemiologic  approach  on  what  we  do  and  how  we  de- 
cide what  we  are  going  to  do.  In  that  regard,  we  are  particularly 
struck  and  pleased  that  the  clinical  preventive  services  covered  in 
the  President's  plan  are  based  largely  upon  the  U.S.  Preventive 
Services  Task  Force  recommendations  of  1989  which  used  a  rigor- 
ous scientific  quantitative  method  to  determine  what  is  or  is  not  ef- 
fective. 

It  specifically  was  not  done  by,  quote,  "best  opinions"  about  what 
should  or  should  not  be  covered.  We  think  that  methodological  ap- 
proach should  be  commended  and  extended  throughout  the  entire 
plan,  as  it  has  been.  We  caution  that  the  science  of  preventive  med- 
icine is  based  in  diagnostic  and  therapeutic  changes. 

You  might  have  read  about  a  new  gene  to  detect  people  at  high 
risk  for  colon  cancer,  combined  immunization  schedules,  flexible 
sigmoidoscopy  that  might  be  effective  in  decreasing  colon  cancer. 
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All  of  these  moving  targets  are  difficult  to  incorporate  in  a  piece 
of  static  legislation.  | 

Therefore,  we  would  suggest  that  perhaps  the  committee  con-  ' 
sider  deleting  some  of  the  provisions  in  the  recommended  period  ; 
and  frequency,  because  it  turns  out  the  science  on  the  frequency  of 
an  examination  or  a  screening  of  examination,  or  a  periodic  health  ] 
examination  is  less  solid,  if  you  will,  than  the  absolute  data  that 
should  or  should  not  be  done  in  the  first  place.  ! 

We  are  concerned  that  we  don't  want  to  make  the  process  of  , 
changing  the  recommendations  to  be  scientifically  inappropriate,  ! 
too  rigid,  and  perhaps  we  should  handle  that  administratively  rath- 
er than  legislatively.  \ 

The  National  Health  Board  appears  to  have  that  authority,  but  i 
we  would  like  to  see  perhaps  a  little  less  language  around  the  fre-  ' 
quency  and  maybe  even  the  age  cut-points  for  some  of  the  interven-  ! 
tions  that  are  recommended.  1 

We  particularly  commend  once  again  the  Clinton  health  plan  for  ' 
its  reliance  on  the  knowledge  that  much  of  what  physicians  and  ' 
other  health  care  providers  do  in  their  offices  is  probably  mis-  i 
directed  and  should  be  redirected  towards  health  education,  chang- 
ing behavior. 

And  that  is  why  the  notion  of  a  periodic  health  visit  where  you 
assess  risks  and  target  your  intervention  to  those  risks  is  abso- 
lutely appropriate,  moving  away  from  the,  quote,  "complete  phys- 
ical" perhaps  of  the  1950's  and  1960's. 

The  other  element  which  is  absolutely  critical,  as  Dr.  Feder  re- 
ferred to,  is  the  absence  of  co-payer  deductibility.  They  do  decrease 
utilization  and  in  preventive  services,  we  cannot  afford  a  decrease 
in  utilization.  Even  after  we  pay  for  preventive  services,  we  know  , 
they  are  not  utilized. 

That  gets  us  to  the  area  that  we  talk  about  next,  that  is  the  ena-  i 
bling  services:  Getting  to  high  risk  women  who  need  prenatal  care,  j 
getting  individuals  who  need  immunizations.  That  will  not  come  | 
about  because  we  give  them  a  card  that  enfranchises  them  to 
health  services  benefits. 

We  are  very  concerned,  as  other  speakers  have  said,  that  the  ap- 
propriations and  budget  process  for  the  public  health  infrastructure 
for  things  such  as  enabling  services  and  indeed  for  research  into  ' 
disease  prevention,  health  promotion,  and  for  such  things  as  health  ; 
outcomes,  research  into  the  area  of  prevention  is  indeed  dependent  j 
upon  discretionary  caps.  I 

And  without  the  science  moving  forward,  without  the  services 
moving  forward,  it  is  doubtful  in  my  mind  and  those  of  physicians 
who  practice  in  this  area  that  we  will  see  significant  increases  in 
utilization  in  those  interventions  found  to  be  scientifically  effica- 
cious in  reducing  health  care  costs,  in  reducing  indirect  costs  in  our 
society. 

So  Mr.  Chairman,  members  of  the  committee,  once  again,  thank  ' 
you  for  being  here,  thank  you  for  your  leadership  over  the  years  ; 
in  this  most  important  area.  i 

Mr.  Waxman.  Thank  you  for  your  testimony. 

[The  prepared  statement  of  Mr.  Parkinson  follows:] 
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STATEMENT    OF    AMERICAN    COLLEGE    OF    PREVENTIVE  MEDICINE 

Mr.  Chainnan  and  members  of  the  Subconmiittee,  my  name  is  Michael  D.  Parkinson, 
MD,  MPH.  I  serve  on  the  Board  of  Regents  of  the  American  College  of  Preventive  Medicine 
as  the  regent  representing  general  preventive  medicine.  On  behalf  of  the  American  College  of 
Preventive  Medicine,  I  am  honored  to  have  the  opportunity  to  discuss  the  Health  Security  Act 
with  you  today.  I  will  focus  on  the  preventive  services  in  the  benefit  package,  but  I  will  also 
explain  our  view  that,  while  preventive  benefits  are  absolutely  necessary  to  prevent  disease  and 
improve  the  health  of  Americans,  there  is  also  much  mart  that  can  be  done. 

Prevention  in  the  Health  Security  Act 

The  College  has  endorsed  wholeheartedly  the  comprehoisive  strategy  for  prevration 
incorporated  in  the  President's  health  plan.  The  plan  recognizes  that  successful  disease 
prevention  and  health  promotion  must  address  the  health  of  both  individuals  and  communities. 
It  provides  for  universal  coverage  of  clinical  preventive  services  that  have  been  shown  to  be 
effective  in  preventing  disease  and  prolonging  life.  At  the  same  time,  the  plan  acknowledges  the 
pressing  need  to  strengthen  the  public  health  infrastructure  that  provides  population-based 
services.  These  are  services  that  transcend  the  boundaries  of  any  individual  health  provider  or 
facility,  such  as  community-wide  disease  surveillance,  health  status  assessment,  outreach,  and 
health  education. 

The  plan  also  addresses  other  aspects  of  the  health  system  essential  to  our  nation's 
progress  in  prevention.  These  include:  building  a  system  of  quality  management  that  emphasizes 
measurement  of  performance  and  provision  of  information  to  consumers;  a  new  system  of 
funding  graduate  medical  education  that  will  respond  unequivocally  to  our  need  for  more 
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physicians  trained  in  primary  health  care  and  prevention;  and  increased  emphasis  on  prevention 
research  to  provide  a  better  scientific  basis  for  our  efforts. 

Taken  together,  all  these  aspects  of  the  Health  Security  Act  constitute  an  approach  to 
prevention  that  is  uniquely  comprehensive  in  scope  and  Icmg  overdue.  As  next  year's  challenging 
dd)ate  on  methods  and  costs  of  achieving  universal  access  to  health  care  unfolds,  we  urge  you 
not  to  let  these  issues  "slip  through  the  cracks."  They  are  all  essential  to  improving  the  health 
of  our  pojHilation. 

Preventive  Medicine 

I  would  like  to  describe  briefly  for  you  the  specialty  of  preventive  medicine,  because  it 
will  help  to  explain  our  approach  to  evaluating  the  clinical  preventive  services  that  would  be 
covered  under  the  Health  Security  Act.  Ours  is  a  small  specialty,  but  it  has  been  recognized  for 
over  40  years  by  the  American  Board  of  Medical  Specialties. 

Prevention,  in  its  broadest  sense,  is  practiced  by  all  physicians  and  other  health 
professionals  who  help  their  patients  stay  healthy.  However,  the  specialty  of  preventive  medicine 
is  unique  in  its  dual  emphasis  on  clinical  medicine  and  public  health.  Specialists  in  preventive 
medicine  have  learned  how  to  diagnose  and  treat  the  health  problems  of  communities,  as  well 
as  those  of  individuals.  The  distinctive  aspects  of  preventive  medicine  include  knowledge  and 
competence  in  such  disciplines  as  epidemiology,  biostatistics,  occupational  and  environmental 
health,  the  social  and  behavi(M^  aspects  of  health  and  disease,  and  the  planning  and  evaluation 
of  health  services.  Preventive  medicine  specialists  work  in  a  wide  variety  of  settings,  including 
public  health  and  other  community  or  government  agencies,  the  workplace,  primary  health  care 
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settings,  and  academia. 

Clinical  Preventive  Services  in  the  Health  Security  Act 

In  preventive  medicine,  we  use  scientific,  quantitative  analysis  to  develop  and  evaluate 
preventive  interventions.  One  great  strength  of  the  proposed  clinical  preventive  services  benefits 
is  that  they  have  been  shown  to  be  effective  in  preventing  disease  or  death.  They  closely  parallel 
the  recommendations  of  the  United  States  Preventive  Services  Task  Force,  whose  woit  the 
College  endorses.  The  Task  Force  uses  a  rigorous  and  systematic  methodology  to  evaluate  the 
evidence  of  effectiveness  of  preventive  services.  It  recommends  only  those  for  which  there  is 
evidence  of  high  scientific  quality  that  the  service  can  contribute  to  improvement  of  an 
individual's  health  and  does  more  good  than  harm. 

Good  science  should  be  the  principal  basis  for  choosing  preventive  benefits.  It  must  be 
recognized,  however,  that  scientific  knowledge  is  always  growing  and  changing  and  the  need  to 
change  the  benefit  package  to  conform  to  new  knowledge  must  be  anticipated.  We  have  some 
concern  that  the  specificity  of  the  proposed  statute  concerning  covered  clinical  preventive  services 
will  inhibit  future  flexibility.  We  urge  the  Subcommittee  to  examine  alternatives  other  than 
amendment  of  the  law  for  modification  of  the  clinical  preventive  services  in  the  benefit  package, 
whether  such  modification  consists  of  adding  services  of  newly  documented  effectiveness,  or 
deleting  services  discredited  by  fiiture  findings. 

The  National  Health  Board  appears  to  have  discretion  to  modify  age  and  frequency  for 
covered  clinical  preventive  services.  We  believe  this  is  appropriate,  and  would  suggest  that  the 
Act's  detailed  specifications  for  the  frequency  with  which  these  services  may  be  provided  be 
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omitted.  Instead,  the  National  Health  Board  could  be  instructed  to  determine  approprisLtc  age 
ranges  and  frequencies  for  covered  services  in  consultation  with  a  broadly  representative  group 
of  experts.  This  would  be  consistent  with  the  role  already  proposed  for  the  Board  of  defining 
additional  services  for  high  risk  populations  and  establishing  periodicity  schedules  for  them. 

A  second  strong  pomt  of  the  benefits  package  is  the  provision  for  periodic  health 
examinations  (termed  "clinician  visits"  in  the  Act)  that  include  an  individual  risk  assessment  and 
targeted  health  advice  and  counseling,  as  well  as  a  history,  physical  examination,  and  age- 
appropriate  immunizations  and  screening  tests.  A  principal  finding  of  the  U.S.  Preventive 
Services  Task  Force  was  that  preventive  interventions  that  address  the  personal  health  habits  of 
individuals  are  among  the  most  effective  interventions  available  to  clinicians  for  reducing  the 
incidence  and  severity  of  the  leading  causes  of  death  and  disability  in  the  United  States.  Primary 
prevention  that  addresses  such  underlying  causes  of  disease,  disability  and  premature  death  as 
smoking,  poor  nutrition,  physical  inactivity,  alcohol  and  other  drug  abuse,  sexual  behavior,  and 
unsafe  use  of  motor  vehicles  holds  greater  promise  for  improving  overall  health  than  many 
secondary  preventive  measures  such  as  routine  screening  for  early  disease. 

Physicians  and  other  health  providers  who  understand  these  underlying  causes  and  use 
carefully  chosen  techniques  for  counseling  and  reinforcement  can  help  persons  change  health 
behaviors.  The  periodic  health  examination  is  by  no  means  the  sole  route  to  achieving  behaviOT 
change,  but  it  is  one  important  avenue. 

Cost  Sharing  for  Preventive  Services 

The  Health  Security  Act  would  provide  routine  clinical  preventive  services  to 
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asymptomatic  individuals  free  of  copaym&nts  or  deductibles.  This  is  an  extraordinarily  important 
provision  for  encouraging  utilization  of  preventive  services.  Cost-sharing  has  a  role  in  inhibiting 
in£q)prq)riate  utilization  of  health  services.  In  the  case  of  effective  preventive  services,  however, 
the  objective  of  our  policy  should  be  to  promote  utilization;  over-utilization  is  prevented  by  the 
limits  of  the  benefit  package.  It  would  be  counter-productive  to  establish  any  financial 
disincentive  for  use  of  preventive  services,  particularly  with  respect  to  higher-risk  populations 
that  stand  to  gain  the  most  from  prevention. 

Population-Based  Prevention 

Universal  availability  of  effective  clinical  preventive  services  is  one  strategy  for 
improving  the  nation's  health.  Another  strategy  recognized  by  the  Health  Security  Act  is  to 
renew  our  emphasis  on  public  health  and  population-based  preventive  measures.  The  greatest 
advances  in  improving  the  health  of  Americans  have  been  attributable  to  public  health  activities 
such  as  provision  of  safe  water,  sewage  disposal,  and  the  control  of  infectious  diseases  through 
immunizations.  Now  we  must  use  such  population-based  tools  as  public  education  about  health 
and  safety,  abatement  of  environmental  hazards,  and  identification  and  outreach  to  populations 
at  highest  risk  to  address  the  current  major  causes  of  poor  health  and  premature  death  ~  tobacco 
use  and  exposure,  substance  abuse,  poor  nutrition  and  physical  inactivity,  and  such  epidemic 
infectious  diseases  as  HIV  infection  and  tuberculosis. 

A  population-based  ^roach  to  prevention  is  also  a  way  to  use  our  health  resources  more 
intelligently.  The  use  of  epidemiologic  methods  to  assess  the  health  status  and  identify  and 
quantify  the  particular  health  problems  of  a  community  enables  a  rational  and  efficient 
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deployment  of  resources  to  address  those  problems.  A  community  can  be  defined  for  these 
purposes  as  a  state  or  locality,  the  population  served  by  a  particular  health  plan  or  health  center, 
or  even  as  the  group  of  people  working  for  a  single  large  employer.  Outreach  for  the  purpose 
of  linking  persons  in  any  community  at  highest  risk  for  disease  to  preventive  services  is 
fundamental  to  the  success  of  the  clinical  preventive  services  in  the  benefit  package  in  improving 
that  community's  health. 

The  public  health  initiative  in  the  Health  Security  Act  would  support  public  health 
functions  for  states  and  localities,  while  the  proposed  quality  management  system  implicitly 
requires  the  use  of  population-based  methods  by  health  plans  and  providers  to  achieve  better 
health  outcomes.  The  national  health  promotion  and  disease  prevention  initiative  would  support 
cooperative  public  and  private  efforts  to  target  population-based  prevention  activities  to  the  most 
needy  and  vulnerable  populations. 

These  are  all  well-conceived  and  important  aspects  of  the  Health  Security  Act.  We  are 
alarmed,  however,  by  the  Act's  sole  reliance  on  annual  appropriations  for  most  public  health  and 
disease  prevention  activities.  In  light  of  the  current  tight  caps  on  discretionary  domestic 
spending,  the  public  health  and  prevention  initiatives  will  be  an  empty  promise  unless  another 
certain  and  consistent  source  of  financing  is  found.  Please  take  to  heart  our  message  that 
successful  prevention  must  address  the  health  of  communities,  as  well  as  the  health  of 
individuals. 

Mr.  Chairman,  please  accept  our  gratitude  for  your  attention  today  and  for  your  energetic 
and  skillful  leadership  in  prevention  and  public  health.  We  want  to  do  everything  we  can  to 
assist  the  Congress  and  the  President  in  achieving  universal  access  to  health  care. 
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STATEMENT  OF  L.  EDWARD  ELLIOTT 

Mr.  Waxman.  Dr.  Elliott, 

Mr.  Elliott.  Thank  you,  Mr.  Chairman.  I  am  Ed  Elliott,  a  doctor 
of  optometry  from  Modesto,  Calif,  and  a  past  president  of  the 
American  Optometric  Association. 

On  behalf  of  the  Nation's  28,000  optometrists,  I  commend  you  for 
holding  this  hearing  on  the  important  issue  of  what  should  go  into 
a  benefits  package  under  health  care  reform  and  thank  you  for  the 
opportunity  to  present  our  views.  You  have  my  written  statement. 

The  AOA  applauds  the  President  for  putting  forth  a  comprehen- 
sive proposal  to  address  the  issue  of  universal  access  to  health 
care.  While  we  have  a  number  of  concerns  regarding  the  adminis- 
tration's plan,  we  certainly  support  the  concept  of  a  uniform  benefit 
package  and  agree  that  eye  care  must  be  part  of  such  a  package. 

We  are  pleased  that  the  White  House  has  clarified  in  a  memo- 
randum to  congressional  leaders  that  the  eye  care  component  of  the 
administration  benefit  package  includes  routine  periodic  eye  exami- 
nations as  well  as  the  diagnosis  and  treatment  of  vision  defects  and 
eyeglasses  and  contact  lenses  for  children  under  18. 

We  would  strongly  urge  the  Congress  to  set  forth  a  uniform  bene- 
fit structure  and  to  retain  this  important  benefit  as  it  considers 
health  care  reform. 

Any  benefits  package  should  clearly  cover  symptom-related  visits 
for  acute  problems  including  eye  health  problems.  A  model  for  cov- 
erage already  exists  at  the  Federal  level  with  the  Medicare  pro- 
gram. In  addition,  to  assure  early  diagnosis  of  potentially  costly 
and  debilitating  eye  and  systemic  diseases,  periodic  preventive  eye 
and  vision  care  examinations  should  also  be  included  in  the  pack- 
age. 

The  long-term  saving  to  the  health  care  system  by  early  diag- 
nosis of  costly  eye  and  systemic  deceases  would  more  than  offset 
the  cost  of  providing  this  care.  Regular  eye  examinations  are  an  es- 
sential preventive  measure  for  early  diagnosis  and  prompt  treat- 
ment of  eye  diseases  which,  if  left  undetected,  result  in  serious  per- 
sonal loss  and  significant  societal  costs. 

A  recent  study  by  the  Georgetown  University  Medical  Center  has 
concluded  that  about  250,000  of  the  new  cases  of  blindness  each 
year  are  curable  and  preventable  through  timely  detection  and 
treatment,  leading  to  an  estimated  annual  savings  to  the  Federal 
budget  of  over  $1  billion. 

Mr.  Chairman,  it  is  also  significant  to  note  that  the  health  main- 
tenance organization  industry  has  long  recognized  the  cost-effective 
nature  of  routine  eye  care.  Data  from  the  1991  annual  HMO  study 
or  industry  survey  conducted  by  the  Group  Health  Association  of 
America  show  that  more  than  90  percent  of  all  HMO's  cover  rou- 
tine eye  and  vision  examinations  on  a  periodic  basis. 

We  are  pleased  to  note  that  the  administration  proposal  em- 
bodies this  approach  to  coverage  through  its  health  professional 
services  section  and  its  vision  care  section. 

Finally,  Mr.  Chairman,  we  would  like  to  express  our  concern  that 
managed  care  plans  not  be  allowed  to  arbitrarily  exclude  entire 
classes  of  providers  who  are  qualified  to  provide  services  covered  in 
the  benefit  package. 
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While  the  administration  proposal  would  allow  doctors  of  optom- 
etry and  other  providers  to  deliver  care  on  a  level  plajdng  field  with  j 
their  colleagues  in  medicine  in  the  fee-for-service  arena,  the  same 
is  not  true  for  managed  care  plans.  The  administration  proposal  j 
would  preempt  State  nondiscrimination  statutes  and  allow  man- 
aged plans  to  limit  the  number  and  type  of  health  care  providers  j 
who  may  participate  in  the  plan.  ' 

To  ensure  access  to  a  representative  network  of  providers,  it  is  | 
imperative  that  any  health  reform  plan  contain  a  strong  non-  , 
discrimination  provision  to  prevent  exclusionary  practices  based  on  | 
artificial  barriers.  In  short,  provisions  prohibiting  discrimination  \ 
should  apply  equally  to  fee-for-service  and  managed  care  plans.  j 

Mr.  Chairman,  vision  and  eye  health  problems  are  the  second 
most  prevalent  health  care  problems  in  our  Nation,  affecting  more 
than  120  million  people.  We  believe  a  combination  of  symptom  re- 
lated and  preventive  eye  and  vision  coverage  in  a  basic  benefits 
package  as  proposed  by  the  administration  makes  good  sense  for 
the  long-term  health  of  our  Nation. 

Again,  I  thank  you  for  the  opportunity  to  testify  on  this  impor- 
tant issue  and  would  be  happy  to  answer  any  questions. 

Mr.  Waxman.  Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Elliott  follows:] 


317 


Testimony  of  the 


AMERICAN  OPTOMETRIC  ASSOCIATION 


Mr.  Chairman,  my  name  is  Edward  Elliott,  a  doctor  of  optometry  from 
Modesto,  California.    I  appreciate  the  opportunity  to  testify  before  the 
Subcommittee,  and  I  commend  the  Chairman  for  holding  these  hearings  and 
also  for  his  leadership  in  addressing  the  issue  of  health  care  reform. 

I  am  in  private  practice  in  Modesto  and  also  teach  at  the  University  of 
California  at  the  Berkeley  School  of  Optometry.    I  am  a  past  president  of 
the  American  Optometric  Association  (AOA)  which  represents  the  largest 
eye  care  profession  in  the  Nation  with  approximately  28,000  optometrists 
in  practice.    As  an  organization  representing  the  providers  of  the 
majority  of  primary  eye  care  services  in  the  Nation,  we  welcome  the 
opportunity  to  discuss  the  benefits  that  should  be  included  in  a 
comprehensive  health  benefits  package. 

The  AOA  applauds  the  President  for  putting  forth  a  comprehensive  proposal 
to  address  the  issue  of  universal  access  to  health  care.    While  we  have  a 
number  of  concerns  regarding  the  Administration's  plan,  we  certainly 
support  the  concept  of  a  uniform  benefit  package,  and  agree  that  eye  care 
must  be  a  part  of  such  a  package. 

We  are  pleased  that  the  White  House  has  clarified  in  a  memorandum  to 
Congressional  leaders  that  the  eye  care  component  of  the  Administration 
benefit  package  includes  routine  periodic  eye  examinations  as  well  as  the 
diagnosis  and  treatment  of  vision  defects,  and  eyeglasses  and  contact 
lenses  for  children  under  18.    We  would  strongly  urge  the  Congress  to  set 
forth  a  uniform  benefit  structure  and  to  retain  this  important  benefit  as 
it  considers  health  care  reform. 


NEED  FOR  EYE  CARE 

Vision  and  eye  health  problems  are  the  second  most  prevalent,  chronic, 
health  care  problems  in  the  U.S.  population,  affecting  more  than  120 
million  people.    Undetected  and  untreated,  they  reduce  the  educablllty  of 
the  child,  hasten  the  loss  of  independence  in  the  elderly  and  contribute 
to  the  social  Isolation  of  the  Individual.    Early  detection  and 
appropriate  treatment  are  essential  to  preserve  performance  and  prevent 
damage  and  consequent  handicaps  which  can  result  from  neglect.    The  two 
age  groups  at  highest  risk  for  vision  problems  are  children  and  the 
elderly. 

Children 

Children  are  at  high  risk  because  of  the  impact  of  uncorrected  vision 
handicaps  on  their  educational  and  developmental  progress,  including 
visual  and  perceptual  skills  for  language  and  learning.    Since  most 
vision  problems  occur  without  pain,  they  may  be  completely  unknown  to 
parents,  teachers  or  even  the  child.    The  behavioral  changes  caused  by 
undetected  vision  problems  in  children  are  often  erroneously  attributed 
to  other  unrelated  causes,  such  as  attention  deficit  disorder.  Early 
diagnosis  and  treatment  can  aid  in  preventing  or  correcting  vision 
conditions  which  can  Interfere  with  a  child's  learning  and  self  Image. 
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Eldgrly 

The  elderly,  too,  are  at  risk  because  of  physiological  changes  which  come 
with  age.    The  elderly  develop  Increasing  Incidence  of  systemic  disease 
and  a  decline  of  sensory  function.    Vision  and  eye  health  problems 
Increase  significantly  In  frequency  and  severity  with  age  and  are  more 
prevalent  in  those  over  60.    With  the  reduction  In  vision  In  the  elderly, 
many  times  comes  an  Increase  In  dependency.    By  providing  regular  eye 
care  to  the  elderly,  many  times  an  Independent  life  style  can  be 
maintained. 

Equally  Important,  regular  eye  examinations  are  an  essential  preventive 
measure  for  the  early  diagnosis  and  prompt  treatment  of  eye  diseases, 
which  If  left  undetected,  result  In  serious  personal  loss  and  significant 
societal  costs.    A  recent  study  by  the  Georgetown  University  Medical 
Center  has  concluded  that  about  250,000  of  the  new  cases  of  blindness 
each  year  are  curable  or  preventable  through  timely  detection  and 
treatment,  leading  to  an  estimated  annual  savings  to  the  federal  budget 
of  over  $1  billion. 

Mr.  Chairman,  It  Is  significant  to  note  that  the  health  maintenance 
organization  Industry  has  long  recognized  the  cost-effective  nature  of 
routine  eye  care.    Data  from  the  1991  annual  HMO  Industry  Survey 
conducted  by  the  Group  Health  Association  of  America  show  that  more  than 
90  percent  of  all  HMO's  cover  routine  eye  and  vision  examinations  on  a 
periodic  basis. 


OPTOMETRY'S  RQL^ 

For  many  people,  an  eye  examination  Is  the  entry  polTit  Into  the  health 
care  system  since  many  Americans  who  postpone  or  avoid  other  forms  of 
health  care  often  continue  to  seek  eye  care.    Over  60  percent  of  the 
primary  eye  care  examinations  In  this  country  are  performed  by 
optometrists.    In  a  typical  state,  nearly  two-thirds  of  all  available  eye 
care  specialists  are  doctors  of  optometry. 

Optometrists  are  the  most  accessible  of  eye  care  providers,  serving  In 
more  than  6,800  municipalities  throughout  the  United  States.    In  more 
than  4,000  of  these  communities,  optometrists  are  the  only  primary  eye 
care  providers. 

While  approximately  70  percent  of  optometrists  are  In  private  practice 
settings,  many  others  practice  In  multldlsclpl Inary  group  practices.  In 
hospitals,  with  the  Veterans  Administration,  Public  Health  Service,  and 
the  Armed  Services.    Other  optometrists  participate  In  managed  care  plans 
such  as  HMOs,  preferred  provider  organizations,  and  Independent  practice 
associations.    In  many  of  these  organizations  optometrists  function  as 
the  entry  point  Into  the  system  for  eye  care. 

As  primary  care  providers,  optometrists  are  an  Integral  part  of  the 
health  care  team.    They  are  specifically  trained  to  diagnose,  manage,  and 
treat  conditions  and  diseases  of  the  human  eye  and  visual  system.    As  an 
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entry  point  Into  the  health  care  system,  optometrists  are  positioned  to 
serve  a  prevention  role  as  an  effective  source  of  triage  for  not  only  eye 
health  problems,  but  systemic  health  problems  with  eye  manifestations  as 
well. 


ACCESSIBILITY 

Because  of  their  geographical  distribution,  optometrists  provide  services 
to  patients  that  they  may  not  have  access  to  otherwise.    This  Is 
especially  true  In  rural  areas.    In  many  areas,  an  optometrist  may  be  the 
only  eye  care  provider  available. 

Low  Income  patients,  often  at  high  health  risk,  are  very  dependent  on 
optometrists  for  their  primary  eye  care  services.    In  Oregon,  a  1991 
report  found  that  over  two-thirds  of  the  care  rendered  to  this  high 
health  risk  population  was  provided  by  doctors  of  optometry. 
Historically,  as  a  profession,  optometrists  have  demonstrated  a  high 
participation  rate  In  government  programs  serving  disadvantaged 
communities. 


COST  EFFECTIVENESS 

Besides  being  accessible,  optometrists  are  also  cost  effective.  Office 
fees  and  charges  for  visits  associated  with  the  treatment  of  eye  diseases 
are  on  average  lower  for  an  optometrist  than  an  ophthalmologist. 
National  and  regional  surveys  of  professional  fees  and  analysis  of  public 
health  programs  present  significant  evidence  of  the  lower  cost  of  eye 
care  when  provided  by  optometrists. 

Managed  care  entitles  that  utilize  optometrists  to  provide  primary  eye 
care  services  recognize  the  cost  savings  such  a  delivery  model  can 
accomplish.    InterStudy,  a  nationally  recognized  research  firm, 
documented  a  potential  36  percent  savings  when  optometric  manpower  was 
utilized  to  the  full  extent  of  their  training  and  competence.    "The  most 
cost  effective  models  are  those  where  optometrists  perform  all  routine 
examinations  and  also  manage  certain  eye  diseases  and  conditions,"  the 
study  concluded. 


COMPREHENSIVE  EYE  CARE  BENEFITS  PACKAGE 

Having  described  eye  care  and  optometry's  role  In  the  health  care  system, 
I  would  like  to  outline  what  the  American  Optometric  Association  feels 
should   be  Included  In  any  comprehensive  eye  care  benefits  package.  A 
comprehensive  benefits  package  should  include  two  components  —  regular 
periodic  preventive  care  for  all  age  groups,  and  the  more  symptom-related 
diagnostic  and  treatment  services  currently  covered  under  the  Medicare 
program.    In  addition,  the  package  should  continue  to  provide  ophthalmic 
materials  for  the  Medicaid  population. 
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Preventive 

To  assure  early  diagnosis  of  potentially  costly  and  debilitating  eye  and 
systemic  diseases,  preventive  eye  examinations  are  recommended  as  follows: 

From  birth  to  six  years  of  age  there  are  three  critical  periods  in  which 
examinations  should  be  given.    Every  infant  should  be  entitled  to  an 
eye/vision  examination  at  6  months  by  an  eye  care  practitioner.  Every 
child  should  be  entitled  to  an  eye/vision  examination  at  ages  3  and  5  by 
an  eye  care  practitioner.    It  is  Imperative  that  every  school  age  child, 
usually  age  5  or  6,  receive  a  full  eye  exam  before  entering  school  to 
insure  that  they  will  be  able  to  function  in  the  classroom. 

Children  between  the  ages  of  7  and  19  should  receive  eye  examinations 
every   year.    Between  the  ages  of  20  and  64  individuals  should  receive  an 
examination  at  least  every  two  years.    Over  the  age  of  65  the  schedule 
should  again  be  yearly.    In  addition  to  this  schedule,  high  risk  groups, 
such  as  diabetics,  should  be  seen  on  a  more  frequent  basis.    For  example, 
the  Centers  for  Disease  Control  recommends  that  all  patients  with 
diabetes  mellitus  should  have  a  yearly  eye  examination. 

Svmptom-Related 

As  part  of  the  second  component  of  the  comprehensive  benefits  package, 
symptom-related  services  should  be  covered.    Vision  and  eye  care 
diagnostic  and  treatment  services  currently  covered  under  the  Medicare 
program  should  be  a  covered  service  for  all  individuals.    This  would  mean 
that  the  eye  health  part  of  an  examination  would  be  covered  when  the 
patient  had  a  symptom,  condition  or  complaint  that  necessitated  the  visit. 

We  are  pleased  to  note  that  the  Administration's  proposal  embodies  this 
approach  to  coverage  through  Its  health  professional  services  section  and 
its  vision  care  section. 


NON-DISCRIMINATIOH  BY  MANAGED  CARE  PLANS 

Finally,  Mr.  Chairman,  we  would  like  to  express  our  concern  that  managed 
care  plans  not  be  allowed  to  arbitrarily  exclude  entire  classes  of 
providers  who  are  qualified  to  provide  services  covered  in  the  benefit 
package.    While  the  Administration  proposal  would  allow  doctors  of 
optometry  and  other  providers  to  deliver  care  on  a  level  playing  field 
with  their  colleagues  in  medicine  in  the  fee  for  service  arena,  the  same 
is  not  true  for  managed  care  plans.    The  Administration  proposal  would 
pre-empt  state  non-discrimination  statutes  and  allow  managed  plans  to 
limit  the  number  and  type  of  health  care  providers  who  may  participate  in 
the  plan.    A  preliminary  draft  of  the  Administration's  proposal  had 
specified  that  each  health  plan  would  be  "expected  to  provide  a 
sufficient  mix  of  providers  and  specialties  to  provide  adequate  access  to 
professional  services."   However,  this  concept  is  not  contained  in  the 
final  Administration  bill,  and  absent  strong  legislative  direction,  the 
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sufficient  mix  of  providers  referred  to  in  the  draft  is  not  likely  to 
occur.    To  ensure  access  to  a  representative  network  of  providers,  it  is 
imperative  that  any  health  reform  plan  contain  a  strong 
non-discrimination  provision  to  prevent  exclusionary  practices  based  on 
artificial  barriers.    At  a  minimum,  there  should  be  criteria  for  provider 
eligibility  in  managed  plans  reflecting  the  needs  of  the  plans'  enrol  lees 
and  their  rights  to  choose  from  a  diverse  mix  of  providers  of  covered 
services.    The  volume,  capacity  and  geographic  distribution  of  health 
care  providers  within  the  network  area  should  be  considered  to  ensure 
appropriate  representation.    In  short,  provisions  prohibiting 
discrimination  should  apply  equally  to  fee  for  service  and  managed  care 
plans. 


CONCLUSION 

Mr.  Chairman,  AOA  strongly  supports  the  concept  of  universal  access  to 
health  care  and  a  uniform  benefit  structure.    The  Administration  plan  has 
rightfully  recognized  routine  preventive  eye  care  as  an  important 
component  of  the  benefit  package  and  we  would  urge  the  Congress  to  retain 
this  benefit  as  it  develops  a  reform  plan.    At  the  same  time,  we  would 
also  urge  Congress  to  address  the  critical  issue  of  non-discrimination  by 
managed  care  plans  to  ensure  that  each  plan  provides  access  to  an 
appropriate  mix  of  providers  of  covered  services. 

Thank  you  again  for  the  opportunity  to  testify  on  this  important  issue. 
I  would  be  happy  to  respond  to  any  questions. 


12/8/93 
1449F 
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Mr.  Waxman.  I  think  each  of  you  is  to  be  commended  for  the  tes-  , 
timony.  I  think  you  have  given  us  very  good  testimony  and  rec-  | 
ommendations,  and  I  know  £ind  I  hope  you  know  that  we  are  pre- 
paring a  transcript  of  this  hearing  which  we  will  share  with  all  of 
the  members  of  the  subcommittee.  , 

I  think  it  will  be  helpful  for  all  of  us  as  we  think  through  the  ! 
way  to  fashion  this  legislation. 

Mr.  Brown,  do  you  have  any  questions? 

Mr.  Sherrod  Brown.  Yes,  I  do.  Dr.  Hill,  considering  the  costs 
of  sooner  than  the  phase-in,  the  2001  phase-in,  how  do  you  justify 
when  every  question — almost  every  other  question  on  this  panel  is 
about  costs  and  how  we  are  going  to  pay  for  this,  how  do  you  jus- 
tify phasing  in  much  faster  than  that  or  immediate  implementation 
of  dental  coverage? 

Mr.  Hill.  I  guess  the  issue  becomes  one  of— for  me  certainly  as 
a  practitioner,  the  issue  becomes  one  of  illness,  of  care. 

Oral  cancer,  as  I  mentioned,  kills  more  people  every  year  than 
cancer  of  the  cervix.  That  means  that  between  1998  and  2001, 
27,000  people  will  die  as  a  result  of  oral  cancer.  And  that  is  a  can- 
cer that  is  94  to  98  percent  curable  with  early  detection. 

So  you  know  from  my  standpoint  I  guess  certainly  you  know 
what  I  would  have  to  ask  is  in  terms  of  illness  is  what  are  27,000 
lives  worth? 

Another  one  is  in  terms  of  cost  when  we  look  at  the  hospital 
costs  that  we  are  incurring  right  now,  one  Texas  hospital  estimates 
that  they  are  spending  about  $750,000 — somewhere  between 
$500,000  and  $750,000  a  year  in  the  treatment  of  dental  emer- 
gencies. I  mentioned  that  it  costs — it  can  cost  easily  $7,000  for  an 
8-day  visit  in  a  hospital. 

There  was  a  case  in — ^two  cases,  actually,  simultaneously  in  Palm 
Beach  County,  Fla.,  not  long  ago  where  two  patients  were  in  the 
hospital  as  a  result  of  untreated  dental  infections.  One  of  them  was 
on  IV  fluids  and  it  is  questionable  as  to  whether  that  patient  was 
going  to  survive.  The  other  patient  was  in  the  hospital  for  an  ex- 
tended stay,  and  it  was  estimated  that  those  two  patients,  the  cost 
of  care  for  those  two  patients  was  going  to  exceed  $80,000. 

You  can  buy  a  lot  of  adult  dental  care  for  $80,000,  a  lot  of  adult 
dental  insurance  for  $80,000.  That  was  for  two  patients  in  one 
county  within  a  2-week  period. 

Mr.  Sherrod  Brown.  Talk  to  us,  if  you  would,  about  the  co-pay 
issue  for  dental  care.  Is  there  a  co-pay  only  for  nonpreventive  care, 
for  restorative  care,  or  is  there  co-pay — ^what  is  in  the  plan  regard- 
ing that? 

Mr.  Hill.  I  guess  my  understanding  is  that  there  is  a  co-pay  for 
services  in  the  plan.  I  am  not  sure,  you  know— I  think  one  of  the 
things  we  have  to  look  at  co-pays,  I  guess  we  have  to  look  at  this 
across  the  board  for  all  services  again,  is  that,  you  know,  co-pays 
can  on  one  hand  help  control  overutilization,  and  on  the  other 
hand,  the  other  side  of  the  sword  is  that  they  can  discourage  appro- 
priate utilization. 

The  thing  that  I  would  ask  in  the  area  of  oral  health  care  is  that 
co-pays  not  be  looked  at  any  differently,  you  know,  for  oral  health 
care,  again,  than  they  are  looked  at  for  anything  else. 
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The  issue  is  that  these  are  systemic  bodily  kinds  of  infections 
and  the  co-pay  issue  I  think  again  needs  to  be — needs  to  be  deter- 
mined across  the  board  and  needs  to  be — ^it  is  a  difficult  one,  but 
I  think  it  needs  to  be  settled  on  an  issue  that  allows  access  and 
controls  for  overutilization, 

Mr.  Sherrod  Brown.  Have  you  done  any  calculations  of  cost — 
maybe  Dr.  Parkinson  can  answer  this  more  precisely,  I  guess. 

First  with  you,  have  you  done  any  calculations  of  cost  on  preven-  \ 
tive  care  with  dental  benefits  and  what  the  difference  would  be  be- 
tween now  and  2001? 

Mr.  Hill.  For  one,  we  know  that  in  the  1980's  the  National  Insti- 
tute of  Dental  Research  has  estimated  that  we  saved  somewhere  in 
the  vicinity  of  $40  billion  in  the  1980*s  as  a  result  of  the 
preventive  

Mr.  Sherrod  Brown.  That  $40  billion  would  likely  be  borne  by 
the  health  care  system  the  way  that  the  two  people  in  Florida — 
the  way  that  the  health  care  system  bore  those  costs  presumably, 
correct? 

Mr.  Hill.  Right.  Right.  The  estimates  that  are  given  by  the  Pub- 
lic Health  Service  are  that  treatment,  the  ratio  of  savings  of  pre- 
vention versus  treatment  is  in  the  area  of  eight  to  one,  so  for  every 
$1  of  prevention  you  save  $8  of  treatment. 

Mr.  Sherrod  Brown.  That  is  in  the  dental  field. 

Mr.  Hill.  Right. 

Mr.  Sherrod  Brown.  Dr.  Parkinson,  overall  do  you  have  a  simi- 
lar kind  of  number? 

Mr.  Parkinson.  One  of  the  advantages  of  having  an  historical 
legacy  of  never  being  paid  for  preventive  services,  we  know  exactly 
what  they  cost.  It  is  interesting,  I  would  refer,  there  is  some  excel- 
lent work  that  has  been  done  by  the  National  Coordinating  Com- 
mittee on  Clinical  Preventive  Services  and  Estimates  using  Blue 
Cross  Blue  Shield  data  as  well  as  provider  data  from  the  American 
Medical  Association  suggests  that  the  annual  cost  per  year  to  cover 
a  package  of  screening,  counseling,  and  immunization  services 
along  in  this  plan,  similar  to  this  plan,  average  about  $78  per  year 
for  females  and  about  $55  per  year  for  males,  the  difference  being 
of  course  Pap  smears,  mammography,  more  intensive  physiological 
services  among  women. 

When  you  get  into  the  issue  of  how  much  money  does  that  save 
you,  I  will  be  quite  candid,  it  has  been  hard  to  prove  in  direct  medi- 
cal costs  that  an  ounce  of  prevention  does  indeed  save  a  pound  of 
cure.  What  we  do  know  is  selective  preventive  interventions,  most 
usually  immunizations,  for  example,  do  save  direct  medical  care 
costs,  but  I  would  argue,  and  the  college  of  preventive  medicine 
would  argue,  that  that  is  a  false  rubric. 

When  Johnson  &  Johnson  decides  to  set  up  a  work  site  wellness 
center  or  cover  well  baby  care,  they  do  it  for  the  indirect  costs,  the 
absenteeism,  the  cost  to  their  company,  the  well-being  of  their  em- 
ployees. We  have  never  had  that  freedom,  if  you  will,  but  that  is 
really  the  way  to  look  at  it. 

For  dollar  for  dollar,  I  can  tell  you  that  we  have  got  cost-effec- 
tiveness studies  for  Pap  smears  and  mammograms  that  talk  about 
$20,000  to  $50,000  per  year  life  saved,  those  types  of  numbers, 
which  are  equivalent  to  diagnostic  and  therapeutic  services. 
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Mr.  Sherrod  Brown.  I  would  like  to  make  a  comment,  Mr. 
Chairman,  in  closing  that  that  brings  us  around  to  the  whole  issue 
of  the  health  alliances.  When  we  talk  about  giving  incentives  for 
those  companies  that  are  smaller  than  5,000  people  joining  health 
alliances,  I  mean,  there  is  really — ^this  plan,  until  we  make  some 
changes  in  it,  may  in  fact  provide  some  disincentives  or  at  least 
take  away  the  incentives  to  do  the  kind  of  wellness  programs  on 
work  sites  because  they  still  get  the  indirect  costs  that  you  are 
talking  about  with  less  absenteeism  and  all  that,  but  they  don't  get 
the  insurance  benefit,  if  you  will,  of  long-term  preventive  care  and 
what  that  means  to  those  employees  and  those  health  care  costs. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Brown. 

Gentlemen,  thank  you  very  much  for  your  testimony. 

That  concludes  our  hearing  for  today.  We  stand  adjourned. 

[Whereupon,  at  2:43  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair.] 

[The  following  statements  were  submitted:] 
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TESTIMONY  OF 
ADAMISAT 

(The  Alliance  to  End  Discrimination  Against  Mental  Illness 
and  Substance  Abuse  Treatment) 

before  the  SUBCOMMITTEE  ON  HEALTH  AND  THE  ENVIRONMENT 
of  the  COMMTITEE  ON  ENERGY  &  COMMERCE 
U.S.  HOUSE  OF  REPRESENTATIVES 

MENTAL  HEALTH  PROVISIONS  IN  THE 
PRESIDENT'S  HEALTH  CARE  REFORM  LEGISLATION 

Chairman  Waxmen  and  Members  of  the  Subcommittee: 

The  Alliance  to  End  Discrimination  Against  Mental  Illness  and  Siibstance  Abuse  Treatment 
(ADAMISAT)  objects  to  the  discriminatory  provisions  of  the  President's  Health  Reform  Plan 
which  deal  with  victims  of  mental  illness  and  substance  abuse.  ADAMISAT  urges  that  the 
Plan  be  amended  to  provide  non-discriminatory  coverage. 

Unlike  treatment  afforded  all  other  diagnosed  illnesses,  the  treatment  of  mental  illness  and 
substance  disorder  is  singled  out  and  arbitrarily  cut  short  by  the  Clinton  Plan.  Patients 
treated  in  less  expensive  outpatient  care  settings  which  have  the  potential  for  the  greatest 
efficacy  and  cost  effectiveness  are  limited  to  30  visits  annually,  often  a  medically  inadequate 
standard  of  care.  They  are  required  also  to  bear  a  disproportionate  co-insurance  financial 
burden,  far  greater  than  patients  with  other  illnesses  or  medical  conditions.  No  other 
diagnosed  illness  is  so  stigmatized;  no  other  treatment  is  so  severely  rationed  Avithout  reason. 
There  is  no  justification  for  such  discriminatory  treatment  for  victims  of  mental  illness  and 
substance  disorder. 

THE  ALLIANCE  TO  END  DISCRIMINATION  AGAINST 
MENTAL  ILLNESS  AND  SUBSTANCE  ABUSE  TREATMENT 

ADAMISAT  was  formed  to  ensure  that  national  health  care  reform  treats  mental  illnesses 
and  substance  disorders  no  differently  than  other  illnesses  and  medical  conditions. 
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ADAMISAT  is  comprised  of  a  numbCT  of  organizations  and  interest  groups  representing  the 
spectrum  of  patients  and  providers.  Its  goals  have  been  endorsed  by  the  American 
Association  of  Private  Practice  Psychiatrists,  the  American  Psychological  Association,  the 
National  Federation  of  Societies  for  Clinical  Social  Work,  the  American  Academy  of  Clinical 
Psychiatrists,  the  American  Psychoanalytic  Association,  the  American  Ortho-Psychiatric 
Society,  the  American  Society  of  Psychoanalytic  Physicians  and  a  dozen  or  more  other 
organizations.  The  Alliance  has  collected  and  disseminated  a  wealth  of  data  supporting 
nondiscrimination,  developed  factual  and  educational  materials,  and  made  presentations  to  the 
Gore  Mental  Health  Task  Force  and  Ms.  Clinton's  Health  Reform  Team.  These  efforts  have 
been  futile.  Judging  by  what  has  been  submitted  to  Congress  as  the  Presidait's  Plan,  the 
treatment  of  mentally  ill  individuals  and  those  afflicted  witii  drug  disorders  has  been  assigned 
the  lowest  rung  on  the  national  health  care  ladder.  ADAMISAT  holds  that  there  is  no 
rational  basis  to  address  mental  illness  and  substance  abuse  in  such  a  discriminatory  and 
disparate  manner, 

THE  CLINTON  PLAN  MUST  BE  AMENDED 

ADAMISAT' s  goal  is  to  ensure  that  the  President's  Plan  is  amended  to  prohibit 
discrimination  in  treatment  and  b«iefits  for  those  diagnosed  with  a  mental  lUness  or 
substance  disorder  and  to  rasure  patient  access  to  qualified  providers  of  care.  Such  an 
amendment  would  require  that  national  health  care  legislation  provide  an  individual  afflicted 
with  a  mental  illness  or  substance  disorder  with  treatment  equal  in  quality  and  as 
comprehensive  as  treatment  for  any  other  medical  illness  or  condition. 

To  achieve  this  goal  the  language  of  the  Clinton  Plan  must  be  amended  in  the  following 
specific  manner: 

1.  It  must  prohibit  discrimination  in  the  assessment  of  co-insurance,  deductibles, 
premiums,  or  policy  limits  relating  to  mental  health  and  substance  abuse 
treatment  services; 

2.  It  must  prohibit  discrimination  in  the  application  of  managed  care  methods, 
including  those  applicable  to  utilization  review  and  preferred  provider  or 
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cooperative  purchasing  networks,  and  ensure  patient  access  to  the  spectrum  of 
qualified  providers  available;  and 
3.       It  must  provide  that  any  individual  who  suffers  from  a  mental  illness  or 
substance  disorder  receive  treatment  comparable  in  quality, 
comprehensiveness,  and  availability  as  services  received  by  an  individual  with 
any  other  illness  or  medical  condition. 

CLINTON  PLAN  DISCRIMINATORY  PROVISIONS 

While  the  legislation  introduced  on  behalf  of  the  Administration  exhibits  discrimination  in 
approaching  inpatient  services  and  intensive  non-residential  services  for  the  mentally  ill, 
nowhere  is  such  discrimination  more  evident  than  in  the  Plan's  approach  to  outpatient 
services.  For  example,  psychotherapy  and  collateral  services  are  severely  limited  to  annual 
limits  of  30  visits.  This  arbitrary  limit  represents  a  serious  restriction  on  a  cost  effective 
plan  with  proven  efficacy  which  has  no  such  restriction  on  treatment.  Those  Senators 
endorsing  the  November  17,  1993  letter  to  Mr.  Magaziner  at  the  White  House  stated  it 
correctly:  "Given  the  actuarial  data  concerning  outpatient  psychotherapy,  moving  to  an 
increased  benefit  would  make  more  fiscal  and  preventive  sense  than  this  reduction  to  a  total 
of  thirty  visits."'  Indeed,  there  is  no  empirical  evidence  which  supports  such  a  restrictive 
outpatient  benefit.  On  the  contrary,  the  scientific  data  (documents  attached  as  Exhibit  B) 
show  the  overwhelming  advantages  of  an  open  or  nondiscriminatory  outpatient  benefit  and 
the  financial  unreasonableness  of  a  thirty-visit  outpatient  visit  limit  with  a  fifty  percent  co- 
insurance burden  on  patients.^ 


'See  letter  of  November  17,  1993  to  Mr.  Magaziner  from  Senators  Wellstone,  Kennedy, 
Inouye,  Domenici,  Simon  and  Simpson  attached  as  Exhibit  A. 

^Exhibit  B  consists  of  the  following  investigative  reports:  The  CHAMPUS  Program: 
Presentation  of  Alan  B.  Zients,  M.D.  (August  2,  1993);  Synthesis  of  Research  Relevant  to 
Discussions  for  Including  Mental  Health  and  Substance  Abuse  Treatment  as  Part  of 
Healthcare  Reform  at  the  National  and/or  State  Levels  (March  1993);  Psychiatric  Benefits  in 
Employer-provided  Healthcare  Plans  1992  Report  of  Hay/Huggins  Company,  Inc.  (August  4, 
1992);  and  Cost  Sharing  and  the  Demand  for  Ambulatory  Mental  Health  Services  by  Rand 
Corporation  (September  1982). 
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NONDISCRIMINATION  IS  JUSTIFIED 

Considering  first  the  discriminatory  outpatient  component  of  the  Clinton  Plan,  the  weight  of 
evidence  regarding  the  efficacy  and  cost  effectivaiess  of  long  term  psychotherapy  is 
compelling.  At  the  same  time,  inadequate  psychiatric  care  as  proposed  by  the  Clinton  Plan 
leads  to  continuing  disability  and  disfunction  and  oftra  to  increased  medical,  surgical  and 
inpatient  psychiatric  costs.  In  this  regard,  we  call  your  attention  to  Exhibit  C  to  this 
submission:    The  Long  Term  Psychotherapy  Needs  of  Psychiatric  Patients;  and  Mental 
Health  Fact  Book:  A  Basis  for  Assessing  National  Health  Proposals. 

These  monographs  contain  referraces  and  citations  to  much  of  the  data,  studies, 
investigations  and  the  like  which  justify  nondiscrimination  when  treating  victims  of  mental 
illness  and  substance  disordCT.  For  example,  the  Mental  Health  Fact  Book  refers  to  the 
recent  study  of  CHAMPUS.  (This  study  is  a  part  of  Exhibit  B.)  CHAMPUS  is  a  program 
covering  approximately  4.5  million  military  dq)endant  beneficiaries  with  a  non- 
discriminatory mental  boiefit  -  limited  only  by  medical  necessity  including  residential 
treatment  and  outpatirat  care.  Nfilitary  families  are  often  at  a  higher  risk  for  psychiatric 
illness  given  the  disruption  of  social  network  and  family  stress  which  are  a  part  of  military 
life.  In  spite  of  the  "at-risk"  nature  of  the  population,  the  cost  of  mental  illness  under 
CHAMPUS  as  the  study  points  out  has  been  a  manageable  $106.00  per  beneficiary.  Notable 
also  among  the  findings  of  the  study  is  that  utilization  review  for  inpatient  and  residential 
treatment  has  reduced  length  of  stay  at  acute  psychiatric  facilities  from  18  to  13.3  days  for 
adults  and  from  30  to  18.7  days  for  children.  Resid^tial  treatment  facilities  have  had 
reductions  from  249.8  days  to  158.4  days.  Review  of  inpatient  practices  led  to  a  decrease  in 
expenditures  and  saved  the  gov^nmoit  an  estimated  $200  million  dollars.  Only  minimal 
oversight  of  outpatirat  th^apy  has  been  necessary  according  to  the  study.  And  ou^atient 
psychotherapy,  while  moderately  increasing,  has  r^resented  a  far  more  cost  effective 
delivery  of  services.  In  short,  non-discrimination  for  mratal  illness  and  substance  abuse 
treatment  under  the  CHAMPUS  program  has  saved  money  and  returned  significant  dividends 
on  the  govemm^t's  health  care  investment.  Most  recently,  the  need  for  such  an  investmwit 
was  publicly  documrated  in  a  study  of  depression  which  demonstrated  the  billions  of  dollars 
lost  yearly  to  this  dreaded  disease. 
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The  Alliance  to  End  Discrimination  Against  Mental  Illness  and  Substance  Abuse  Treatment  is 
dismayed  by  the  Administration's  unwillingness  to  recognize  the  wealth  of  data  that  show  the 
financial  disadvantages  of  a  severe  limit  on  outpatient  ti-eatment  and  a  50%  co-insurance 
burden  on  the  patient.  Studies  justify  the  efficacy  of  the  treatment,  the  very  low  cost  of 
removing  the  limit  and  demonstrate  the  administrative  nightmare  that  such  limits  and 
restrictive  co-payments  create  in  exchange  for  zero  cost  savings.' 

The  removal  of  these  discriminatory  and  economically  unsound  limits  on  benefits  for 
outpatient  services  must  be  a  priority  for  all  patient  advocates  including  members  of  the 
Senate  and  House  of  Representatives.  Indeed,  encouragement  of  the  most  inexpensive 
treatment  alternative  ~  outpatient  care  ~  is  imperative  to  the  fiscal  soundness  of  a  benefit 
package  which  offers  more  expensive  inpatient  benefits  to  those  who  truly  need  them. 

Of  more  fundamental  concern  regarding  approaches  to  mental  health  in  the  President's  Plan 
is  the  Plan's  undue  reliance  on  the  concept  of  "managed  competition"  as  being  the  preferred 
mechanism  for  the  delivery  of  SCTvices  within  organized  systems  of  care.  To  be  sure,  there 
are  examples  of  mental  health  services  delivered  within  organized  systems  which  are  fair  and 
effective.  Kaiser-Permanente  had  an  open  ou^tient  benefit  prior  to  the  enactment  of  federal 
HMO  restrictions  and  the  classical  studies  demonstrated  its  efficacy  and  cost-effectiveness. 
However,  patients  and  clinicians  alike  can  document  the  fact  that  in  recent  years  many 
HMO's  have  provided  services  for  mental  illness  which  are  far  inferior  to  those  provided  for 
other  illnesses  as  well  as  inferior  to  services  provided  in  a  traditional  indemnity  insurance 
setting. 

Recentiy  two  studies  supported  this  contention  (Exhibit  E).  In  the  first,  Rand  Corporation 
investigators  found  that  HMO  patients  suffering  from  depression  not  only  did  not  improve 
compared  to  indenmity  insured  patients,  they  got  worse!  Even  more  recenUy,  Dr.  Kenneth 
Kessler,  founder  and  former  chief  executive  officer  of  American  Psych  Management,  one  of 


'See  letter  from  health  care  researchers  Kenneth  Wells  and  Willard  Manning  to 
Department  of  Health  and  Human  Services  with  supporting  data,  squarely  rebutting  the 
Administration's  cost  projections  (attached  as  Exhibit  D). 
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the  nation's  leading  mental  health  managed  care  firms,  had  the  opportunity  to  review  the 
experience  of  two  additional  managed  care  firms.  He  was  able  to  document  that  HMO's  had 
an  80%  reduction  in  expenditures  for  mental  health  needs  as  compared  to  the  expenditures  in 
indenmity  plans,  whereas  medical  and  surgical  claims  had  been  reduced  only  20%  to  25%. 

CONCLUSION 

It  will  not  matter  how  many  visits  or  days  in  the  hospital  are  covered  or  what  the  co-payment 
will  be  if  patients  with  mental  illness  and  drug  disorders  are  systematically  denied  access  or 
are  exposed  to  care  of  an  inferior  quality  as  compared  to  care  offered  to  those  with  other 
illnesses  or  medical  conditions.  The  President's  Plan  discriminates  without  cause  or  reason. 

Therefore,  ADAMISAT,  in  addition  to  the  specific  amendments  noted  above,  recommends 
the  consideration  of  the  following  provisions  which  would  go  far  to  ensure  nondiscriminatory 
access  and  quality  in  a  national  health  care  scheme  which  relies  heavily  on  rigorously 
organized  delivery  systems. 

i)  Exempt  by  law  those  with  mental  illness  or  substance  abuse  complaints  or 
symptoms  from  the  need  of  "gatekeeper"  approval  for  initial  treatment;  and 

ii)  Require  by  law  that  all  denials  of  certification  for  continued  care  be  evaluated 
by  a  financially  disinterested  party,  who  is  an  active  provider  of  similar 
services. 

Finally,  we  wish  to  align  ourselves  with  the  Mental  Health  Liaison  Group  on  aspects  of  this 
issue.  Some  ADAMISAT  members  are  supporters  of  this  group's  objectives.  We  would 
support  any  and  all  improvements  of  the  mental  health  provisions  in  the  President's  Plan 
which  uphold  nondiscrimination  as  a  standard  provision  of  medical  services  for  every 
member  of  our  society. 

Contacts:      Mr.  Alvin  Golub      (202)  682-6270 

Mr.  Daniel  Leach     (415)  249-4800  December  8,  1993 

(Subcommittee  note:  The  ejdxlblts  referred  to  herein  have  been  retained  in 
the  files  of  the  subcommittee.) 


-6- 


331 


AMERICAN  ASSOCIATION  for  PARTIAL  HOSPITALIZATION 

DECEMBER  30,  1993 

Chairman  Waxman,  Mr.  Bliley,  Members  of  the  Committee: 

First  established  as  a  Study  Group  in  the  mid-nineteen  sixties,  and  later  incorporated  as 
a  national  association  in  1972,  the  American  Association  for  Partial  Hospitalization  (AAPH),  is 
now  the  recognized  voice  of  partial  hospitalization  and  other  intensive  ambulatory  forms  of  care 
with  a  national  membership  of  over  1000  dedicated  professionals  and  organizations  committed 
to  the  ongoing  development,  growth,  and  improvement  of  partial  hospitalization  services  within 
a  continuum  of  ambulatory  psychiatric  and  chemical  dependency  treatment.  Our  organizational 
membership  consists  of  provide  across  the  full  spectrum  of  settings,  including  community 
mental  health  centers,  free-standing  facilities,  general  hospitals,  and  private  psychiatric  hospitals. 
Our  individual  memberdiip  also  cuts  across  a  full  array  of  mental  health  (vofessional  groups, 
including  psychiatrists,  psychologists,  clinical  social  wcM'kers,  and  psychiatric  nurses.  As  a 
national  association,  we  are  committed  to  promoting  the  highest  standards  of  care  and  to  the 
development  of  a  mental  health  system  in  which  treatment  needs  are  a  primary  consideration  with 
cost  or  otho- considerations. 

We  are  pleased  to  have  the  opportunity  to  provide  testimony  on  the  clinical  efficacy  and 
cost-effectiveness  of  partial  hospitalization  services,  and  to  present  our  views  on  whether  the 
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Health  Security  Act  covcts  these  sovices  in  a  way  that  will  ensure  clinically  appropriate 
treatm^t.  Thank  yoo  foe  making  our  views  part  of  the  t&xo^  of  the  hearing  you  held  on 
December  8. 

Int^isive  Non-residential  Treatment  Services  Offers  A  Continuum  of  Ambulatory  Care 
Currratly,  most  private  insurance  plans  cover  a  narrow  band  of  mental  health  services— 
inpatient  hospital  care  and  outpatirat  visits  to  a  mental  health  professional.  This  traditional 
qyproach  to  cov^ing  mental  health  sovices  has  ignored  the  range  of  ambulatory  mental  health 
services  between  inpatient  and  ouQmtient  care.  These  services  are  critical  to  providing  clinically 
appropriatQ  care  in  the  least  restrictive  environmait.  We  £q>plaud  the  Clinton  Administration  for 
mandating  coverage  of  these  services-  called  "intensive  non-residential  treatment  services"  in 
the  Health  Security  Act  1993.  These  sovices  include  partial  hospitalization,  day  treatment, 
psychiatric  rehabilitati(Mi,  home-based  care,  and  behavioral  aides.  While  we  have  concerns  on 
conditions  stipulated  in  die  Act  which  make  these  sovices  difficult  to  access,  by  simply 
mandating  that  these  services  are  covered,  the  intensive  non-residential  treatment  benefit  in  the 
Clinton  plan  offers  a  bold  and  progressive  approach  to  treating  people  with  acute  and  long  term 
mental  illnesses.  These  services  provide  a  continuum  of  ambulatory  care,  and  if  this  Committee 
amends  the  mratal  health  boiefit  in  the  way  we  recommend  (see  AAPH  reconmiendations  at 
conclusion  of  testinKmy),  we  believe  that  a  patient  will  be  able  to  move  in  and  out  of  these 
services  based  on  his  or  her  clinical  needs. 
What  is  Partial  Hospitalization? 

Partial  ho^itali2ation  has  been  ref^ed  to  as  a  "hospital  without  the  bed."  It  offers  a 
time-limited,  active  treatment  program  which  provides  all  of  the  conqxments  that  one  would  get 
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through  inpatient  services  but  without  an  overnight  stay.  Examples  of  active  treatment  include: 
individual  psychotherapy,  group  psychotherapy,  medication  evaluation,  fiamily  therapy,  and 
psychoeducational  therapy  groups  such  as  symptom  recognition  and  stress  management.  Partial 
hospitalization  offers  intensive,  coordinated,  and  structured  clinical  services  within  a  stable 
therapeutic  environment.  The  primary  goals  include  symptom  relief,  and  reduction  and 
prevention  of  psychiatric  hospitalization.  Partial  hospitalization  programs  may  either  be  free- 
standing or  part  of  a  community  mental  health  center,  general  or  psychiatric  hospital,  or 
residential  setting.  Ideally,  a  program  provides  six  hours  of  scheduled  treatment  per  day,  five 
days  a  week. 

With  a  history  that  exceeds  50  years,  partial  hospitalization  became  a  widely  accepted 
treatment  modality  when  the  Mental  Retardation  Facilities  and  Community  Mental  Health  Center 
Act  of  1963  mandated  partial  hospitalization  services  in  community  mental  health  programs.  As 
one  of  the  five  required  services,  partial  hospitalization  was  seen  as  a  critical  component  for  the 
deinstitutionalization  of  individuals  with  severe  mental  illnesses.  Today  partial  hospitalization 
programs  are  viewed  as  part  of  the  continuum  of  care  for  both  acute  and  chronic  mental  illnesses. 
The  Principles  of  Partial  Hospitalization  Services 

The  AAPH  has  developed  six  principles  which  underlie  the  treatment  approach  of  partial 

hospitalization  services.  These  principles,  listed  as  follows,  are  also  generally  applicable  to  the 

full  continuum  of  ambulatory  services  made  available  through  the  intensive  non-residential 

treatment  services  of  the  mental  health  benefit  in  the  Clinton  plan: 

■  Partial  hospitalization  services  are  designed  for  persons  of  all  ages  who  present  with  a 
psychiatric  and/or  chemical  dependency  diagnosis  and  the  need  for  treatment  which  is 
more  intensive  than  outpatient  office  visits  and  less  restrictive  than  24-hour  care. 
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■  Partial  hospitalization  services  provide  a  coordinated  array  of  active  treatment  components 
which  are  guided  by  an  individualized  treatment  plan  and  based  upon  a  comprehensive 
evaluation  of  patient  needs. 

■  Partial  hospitalization  services  treat  patients  requiring  intensive  therapeutic  intervention 
in  a  manna-  which  simulates  real-life  experience  and  with  the  least  amount  of  disniptiim 
to  their  normal  daily  functioning. 

■  Partial  hospitalization  services  are  available  to  patients  on  a  consistent  basis  and  are 
augmented  with  24-hour  crisis  backup. 

■  Partial  hospitalization  services  emphasize  active  involvement  of  the  patient  with  both 
community  and  family  resources. 

■  Finally,  due  to  the  matching  of  patient  needs  with  targeted  interventions,  the  provision 
of  treatment  in  the  least  restrictive  environment,  and  the  reliance  on  patient  strengths, 
resources,  and  family  and  community  suf^xnt  systems,  partial  hospitalization  services  are 
cost  efficient. 

Targeted  Population 

Partial  Ho^talization  services  possess  an  inherent  cecity  to  effectively  treat  a  broad  range  of 
OHiditions: 

1 .  Individuals,  who  without  the  ongoing  sui^xnt  of  a  partial  ho^talization  program,  would  in 
all  likelihood  require  the  iHt)tection  and  omtainment  of  an  inpaAeai  facility. 

2.  Individuals  who  are  ready  for  discharge  from  an  inpaAeat  setting  but  in  need  of  ccmtinued 
monitOTing  and  assistance  in  transition  back  to  tht  community. 

3.  Individuals  who  are  unable  to  make  sigmiicant  gains  within  a  traditional  ouQ>atieDt  setting  and 
need  mwe  intoisive  services. 

These  programs  serve  a  range  of  patients,  inchiding  children  and  adolescents,  adults,  and 
geriatric  patients. 
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Benefits  to  Consumers 

(1)  For  many  patients  who  can  maintain  themselves  in  the  community  and  who  are  not  an 
imminent  danger  to  themselves  or  others,  partial  hospital  treatment  eliminates  the  need  to  be 
treated  in  an  inpatient  setting,  thereby  removing  the  stigma  of  inpatient  treatment. 

It  allows  the  patirat  to  remain  at  home,  fully  integrated  into  the  community.  As  such, 

patients  are  able  to  apply  their  new  skills  in  their  normal  environment  on  a  daily  basis.  Specially 

designed  programs  which  take  place  in  the  evening  or  on  weekends  have  the  added  benefit  of 

allowing  the  individual  to  make  gains  while  continuing  to  work.  When  appropriate,  children  and 

adolescents  live  with  their  £sunilies  during  treatment.   By  keq)ing  an  individual  out  of  the 

hospital,  studies  have  demonstrated  that  partial  hospitalization  can  have  an  impact  reaching  far 

beyond  a  particular  q)isode  of  illness  and  affect  the  ^tire  course  of  treatment  over  a  patient's 

lifetime. 

Dr.  Charles  Kiesler  of  Vand^bilt  University  illustrated  that  patients  who  were  admitted 
to  the  hospital  even  once,  were  more  likely  to  be  readmitted,  whereas  patients  treated  in 
community  settings,  such  as  the  partial  hospital  program,  were  less  likely  to  ever  be  admitted 
to  the  hospital. 

(2)  When  used  as  a  transition  from  an  inpatient  setting  to  the  community,  partial  hospitalization 
can  significantly  lessen  the  inpatient  length  of  stay  and  help  to  prevent  rehospitalization,  thereby 
resulting  in  significant  savings. 

(3)  Partial  hospitalization  produces  clinical  outcomes  superior  to  the  outcomes  of  inpatient 
treatment. 

In  a  review  of  10  studies  in  which  serious  psychiatric  patients  were  randomly  assigned 
to  either  inpatient  care  or  some  alternative  care,  in  almost  every  case,  the  alternative  care  had 
more  positive  outcomes.  Further,  none  of  the  studies  showed  overall  effects  on  outcome 
measures  that  were  more  positive  for  hospitalization  than  for  alternative  treatment.  ' 


Charles  A.  Kiesler,  American  Psychologist,  Vol  37,  No.  4,  April  1982,  pp  349-360. 
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Cost  Effectiveness 

Cost-effectiveness  has  been  demonstrated  in  comparison  studies  of  partial  hospitalization  and 
inpatient  treatment: 

■  Substituting  partial  hospitalization  for  inpatient  care  resulted  in  a  51  %  cost  savings  per 
inpatient  episode.^ 

■  Introduction  of  partial  hospitalization  for  patients  who  were  previously  in  inpatient, 
resulted  in  the  mean  length  of  stay  per  admission  falling  from  51  days  to  17  days.  ' 

■  During  a  one  year  period,  partial  hospitalization  reduced  the  number  of  days  of 
hospitalization  by  440%,  from  1562  to  354  days.  * 

■  During  a  one  year  period,  partial  hospitalization  reduced  the  total  number  of  hospital 
admissions  by  220%,  from  35  to  16.' 

In  a  non-research  setting,  a  leading  insurance  company  saved  a  total  of  $338,000  on  75 
cases,  an  average  of  $4,500  per  case,  due  to  the  use  of  partial  hospitalization  and  other 
alternatives  to  inpatient  care  using  a  process  involving  continued  health  review  and  use  of 
individualized  case  management  to  identify  options  other  than  inpatient  care. 

Changes  in  admissions  patterns  in  the  last  couple  of  years  show  that  managed  behavioral 
health  plans  have  recognized  the  cost-effectiveness  of  partial  hospitalization.  According  to 
Monica  Oss,  Editor  of  Open  Minds,  a  newsletter  which  tracks  trends  in  the  behavioral  health 
field,  experience  in  CalifOTnia  with  several  managed  behavioral  health  plans  indicates  that 
iiq)atient  utilization  in  largCT  employer  groups  has  decreased  by  £q>proximately  40%  over  the  last 
two  years.  During  this  tinK,  the  use  of  partial  hospital  alternatives  has  increased  from  15%  of 
admissions  to  36%  of  admissions. 

\  (Dickey  et  al.,  American  Journal  of  Public  Health.  July  1989) 
\  (Dickey  et  al..  Hospital  and  rnmmnnity  Psychiatry.  April  1990) 


*.  (Bateman,  International  Journal  of  Partial  HospitaliTarion,  Vol.  3,  No.  1,  1985) 
^  (Bateman,  International  Journal  of  Partial  Hospitalization  Vol.  3,  No.  1,  1985) 
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Federal  Precedent  Already  Exists  for  Reimbursement  of  Partial  Hospitalization  Services 

It  is  only  in  the  last  several  years  that  public  policy  has  recognized  a  body  of  research 
extending  over  25  years  which  has  consistently  demonstrated  the  clinical  efficacy  and  cost- 
effectiveness  of  partial  hospitalization  services.  In  the  public  sector,  The  Omnibus  Budget  Act 
(OBRA)  of  1987  authorized  Medicare  coverage  of  partial  hospitalization  services  provided  in  a 
hospital-based  setting,  and  in  OBRA  1989,  Medicare  coverage  was  extended  to  partial 
hospitalization  services  provided  by  community  mental  health  centers.  Further,  on  July  1 ,  1993, 
the  Civilian  Health  and  Military  Personnel  of  the  Uniformed  Services  (CHAMPUS)  implemented 
a  partial  hospitalization  benefit  as  a  way  to  reduce  the  rising  costs  of  inpatient  care  under  the 
program  while  still  providing  clinically  appropriate  care. 

By  mandating  that  partial  hospitalization  services  be  provided  by  all  accountable  health 
plans,  the  Clinton  Administration  is  building  upon  a  precedent  already  established  by  the  federal 
government  which  recognizes  the  value  of  these  services. 
AAPH  Position  on  the  Health  Security  Act  of  1993 

We  believe  that  the  Clinton  Administration  has  created  an  historic  opportunity  to  make 
health  care  coverage  accessible  and  affordable  for  all  Americans,  and  we  are  pleased  that  its 
proposal  makes  mental  health  services  an  integral  part  of  the  basic  benefits  package.  Further, 
we  are  pleased  that  the  Administration's  plan  eliminates  annual  and  lifi^ime  dollar  limits  on 
healthcare  services,  abolishes  pre-existing  condition  exclusions,  includes  coverage  for  assessment, 
diagnosis  and  crisis  interventions,  and  stresses  prevention  and  early  intovention. 

The  AAPH  suiqxHts  a  reformed  mental  health  system  which  ensures  that  all  Americans 
have  access  to  a  broad  array  of  services  which  are  cost-effective  and  clinically  appropriate.  We 
list  our  concerns  and  recommendations,  in  priority  order,  as  follows: 
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1 .  Under  the  Health  Security  Act,  fiill  comprehensive  benefits  without  arbitrary  Umits 
would  not  occur  until  January  1,  2001,  three  years  after  the  effective  date  for  implementing  the 
Act. 

Recommendation:  We  recommend  that  the  fiUl  comprehensive  benefit  without  arbitrary 
Umits  be  available  upon  the  effective  date  of  implementation,  in  1998. 

Justification:  The  three  year  period  between  enactment  of  the  plan  in  1994  and 

implementation  in  1998  is  sufficient  time  for  providers  to  develop  the  management  capacity  and 

procedures  to  properly  administer  a  comprehensive  plan.  Artificial  limits  on  care  are  not  only 

cosUy  to  the  consumer  but  unnecessary  as  well.  Already,  many  purchasers  and  providers  are 

forming  relationships  by  which  the  health  plan  furnishes  a  full  continuum  of  services  by  a  panel 

of  multi-disciplinary  providers  and  assumes  financial  risk  and  is  accountable  for  the  outcomes 

of  care.  As  a  result,  the  most  appropriate  and  least  costly  level  of  care  is  selected  based  on 

individual  need. 

Many  large  businesses  (like  Honeywell,  Chevron,  Pacific  Bell,  and  IBM)  now  know  that 
managed  care  techniques  are  as  effective-  and  often  more  effective-  than  the  imposition  of 
arbitrary  and  discriminatory  limits  on  mental  health  care.  For  example,  McDonnell  Douglas 
Hehcopter  Conq)any  realized  a  decline  in  per  capita  costs  of  34%  under  a  managed  mental  health 
benefit,  including  a  50%  reduction  in  psychiatric  inpatient  costs.  First  National  Bank  of  Chicago 
removed  its  mental  health  coverage  limits  and  also  reduced  inpatient  costs  by  50%  over  five 
years  under  a  managed  care  ai^roach.^  We  believe  that  Congress  should  take  notice  of  such 
e?q)eriences  and  build  upon  their  successes  by  removing  all  discriminatory  barriers  to  mental 
health  services  once  and  for  all. 


^  McDonnell  Douglas  Corporation.  McDonnell  Douglas  Corporation  Employee  Assistance 
Prftg^aTP  Financial  Offset  Study:  1985-1989.  St.  Louis,  MO:  McDonnell  Douglas  Corporation 
and  Alexander  Consulting  Group,  1990;  Washington  Business  Group  on  Health. 
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However,  if  it  proves  to  be  politically  unfeasible  to  legislate  a  comprehensive  mental 
health  benefit  without  arbitrary  limits  in  1998,  we  have  additional  concerns  and  recommendations 
on  the  interim  benefit  structure: 

2.  In  the  intensive  nonresidential  component  of  the  benefit,  an  initial  60  days  are  available 
only  as  a  tradeoff  with  an  already  limited  30  day  inpatient  benefit.  An  additional  sixty  days  are 
available,  but  an  individual  must  pay  a  one  day  deductible  and  a  50%  copayment  under  the  high 
cost-sharing  option. 

While  we  are  pleased  that  partial  hospitalization  is  mandated  to  be  provided  in  all 
accountable  health  plans  as  one  of  the  intensive  non-residential  treatment  services,  we  are 
concerned  that  the  current  benefit  structure  contains  conditions  which  make  the  services  difficult 
to  access. 

Recommendation:  Restore  the  intensive  non-residential  treatment  services  benefit  to  the 
September  7  draft  version  of  the  Clinton  plan  which  had  a  120  day  stand-alone  benefit 
with  no  discriminatory  high  copayments. 

Justification  :  Elimination  of  the  tradeofiT  is  necessary  because  consumers  may  decide  not 
to  access  these  less  e^^nsive,  cost-effective  services  for  fear  that  they  may  exhaust  their 
inpatient  benefit  which  they  may  need  in  a  future  crisis.  Elimination  of  high  copayments  is 
necessary  since  the  vast  majority  of  people  who  need  the  additional  sixty  days~those  with  longer 
term  and  persistent  mental  illnesses—  generally  can  not  afford  the  prohibitively  high  copayments. 

3.  The  bill  provides  30  days  of  ou^atient  psychotherapy  and,  as  an  alternative  to 

hospitalization,  additional  days  are  made  available  on  a  4: 1  substitution  ratio  with  ii^tient  days. 

Recommendation:  Eliminate  the  tradeoff  and  expand  the  outpatient  psychotherapy  benefit 
to  50  days  per  year. 

Justification:  Since  there  is  no  compelling  body  of  research  evidence  which  shows  that 
outpatient  psychotfaen^y  can  be  used  as  an  effective  alternative  to  psychiatric  hospitalization. 
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there  is  no  clinical  basis  for  the  condition  of  the  trade-off  as  stated  in  the  Clinton  plan.  While 
we  would  prefer  a  benefit  with  no  aibitraiy  limits  (as  elaborated  in  recommendation  #1),  at  least 
a  50-day  limit  would  preserve  the  once-a-week  session  which  is  typical  of  this  treatment 
approach. 

Finally,  in  addition  to  our  concerns  about  benefit  structure,  we  have  a  broader  concon 
about  inadequate  quality  standards  for  delivery  of  services.  Individuals  with  chronic  iUness,  both 
mental  and  physical,  are  at  risk  of  being  denied  essential  sovices  in  managed  care  settings.  The 
experience  with  HMOs  in  limited  care  to  people  with  serious  mental  illness  demonstrates  that 
providers  operating  under  capitated  premiums  have  strong  incentives  to  undertreat  high  cost 
patients. 

Health  care  reform  legislation  should  not  create  a  culture  in  which  clinically  necessary 
services  are  inappropriately  denied  or  ai^oved  too  late.  Instead,  the  legislation  should 
emphasize  early  intervention,  quality  assurance  standards  and  effective  monitoring  to  assure  that 
consumers  receive  services  in  the  amounts  and  settings  sq^prqpriate  to  their  conditi(Mis.  We  offer 
our  assistance  to  assure  that  appropriate  legislative  language  is  crafted  to  address  this  concern. 

AAPH  looks  forward  to  woridng  closely  witii  die  Conunittee  in  helping  to  sh^  a  mental 
health  benefit  which  ensures  access  to  a  full  continuum  of  clinically  approjpn^i&  meatal  health 
savices. 
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Statement  of  the 
American  Association  of  Oral  and  Maxillofacial  Surgeons 

I.  INTRODUCTION 

The  American  Association  of  Oral  and  Maxillofacial  Surgeons  (AAOMS)  appreciates 
the  opporttinity  to  submitt  this  statement  for  the  record  and  convey  our  views  on  the  Health 
Security  Act  of  1993. 

The  AAOMS,  foimded  in  1918,  represents  more  than  6,000  oral  and  maxillofacial 
surgeons,  and  is  one  of  the  oldest  surgical  specialty  organizations  in  the  United  States.  Oral 
and  maxillofacial  surgery  (OMS)  is  the  surgical  specialty  of  dentistry  that  deals  with  the 
diagnosis,  and  surgical  and  adjimctive  treatment  of  diseases,  injuries,  deformities,  defects  and 
esthetic  aspects  of  the  oral  and  maxillofacial  regions. 

An  oral  and  maxillofacial  surgeon  is  a  dental  school  graduate  who  has  completed  a 
postgraduate  hospital  residency  in  an  accredited  oral  and  maxillofacial  surgery  training 
program,  including  a  core  surgical  year.  This  year  of  comprised  of  rotations  in  internal 
medicine,  general  surgery  and  anesthesia  services.  In  addition,  she  or  he  completes  a  minimum 
of  30  months  of  surgical  traiiung  focused  in  the  msixillofacial  region.  Oral  and  Maxillofacial 
surgeons  treat  a  significant  number  of  patients  in  an  outpatient  setting.  Their  expertise  in  this 
area  includes  in-depth  knowledge  of  ambulatory  general  anesthesia  and  sedation,  gained 
through  residency  training  and  an  in-office  evaluation  program  required  by  the  specialty.  The 
AAOMS  is  dedicated  to  continuing  education,  clinical  research,  and  quality  of  patient  care  in 
the  field  of  oral  and  maxillofacial  surgery. 

The  AAOMS  has  been  progressive  in  its  endeavors  to  advance  the  specialty  of  oral  and 
maxillofacial  surgery.  Through  the  establishment  of  the  Oral  and  Maxillofacial  Surgery 
Foundation,  the  specialty  has  committed  itself  to  continuing  improvement  of  patient  care 
through  support  of  education  and  research.  The  OMS  has  raised  more  than  $5.1  million  for  the 
Foundation's  Endowed  Research  Fund  to  ensure  the  long-term  availability  of  funding  for 
research  in  oral  and  maxillofacial  surgery.  In  the  past  two  years  alone,  the  OMS  has  awarded 
$380,000  to  research  applicants. 

Furthermore,  the  AAOMS  has  been  in  the  forefront  of  the  health  care  field  as  one  of 
the  first  specialties  to  develop  parameters  of  care.  The  establishment  of  these  parameters 
provides  a  means  to  assess  the  appropriateness  and  quality  of  treatment  to  patients  treated  by 
oral  and  maxillofacial  surgeons.  This  represents  the  strong  commitment  to  patient  care  and 
accountability  of  the  specialty  of  oral  and  maxillofacial  surgery. 

The  AAOMS  was  one  of  the  eighteen  specialties  examined  in  Phase  I  of  the  Harvard 
Resource-Based  Relative  Value  Study.  Since  then  the  AAOMS  has  worked  closely  with 
Harvard,  the  Physician  Payment  Review  Commission  and  the  Health  Care  Financing 
Administration  to  refine  the  Medicare  payment  system. 

II.  AAOMS  POSmON  AND  VIEWS  ON  HEALTH  CARE  REFORM 

In  viewing  the  development  of  health  care  policy,  the  AAOMS  has  identified  some 
issues  with  respect  to  health  care  reform  legislation  of  critical  concern  to  oral  and 
maxillofacial  surgeons. 

The  most  important  issue  for  any  health  care  provider  is  to  assure  that  patients  have 
access  to  care,  and  that  providers  have  the  ability  to  provide  it  as  well  and  as  efficiently  as 
possible.  With  that  in  mind,  our  central  concern  is  that  any  health  care  reform  plant  not  permit 
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discrimination  against  oral  and  maxillofacial  surgeons  because  of  their  academic  degrees  in 
dentistry.  % 

Degree  of  provider  discrimination  occurs  when  a  licensed  and  highly  trained  oral 
surgeon  is  subjected  to  diminution  of  authority,  refusal  of  reimbursement,  or  restriction  in 
providing  services  solely  on  the  basis  on  his  or  her  academic  degree.  These  practices  by  third 
parties  are  detrimental  to  the  effective  delivery  of  health  care.  This  can  result  in  preventing 
the  public  from  receiving  care  from  the  health  care  provider  most  experienced  and  skilled  in 
handling  the  needed  procedures.  This  ultimately  translates  to  increased  costs  to  the  consumer 
and  a  lower  quality  of  health  care. 

Pggrw  Recognition 

Oral  and  maxillofacial  surgeons  have  a  long  history  of  providing  care  for  trauma  (See 
Attachment  1).  Yet,  over  the  years,  other  oral  and  maxillofacial  surgeons  have  encountered 
health  plans  that  limit  our  participation  or  reimbursement  because  we  have  a  dental  degree 
and  not  a  medical  degree.  For  instance,  there  are  plans  which  cover  treatment  for  a  fractured 
jaw,  but  only  when  the  services  are  provided  by  an  M.D.,  even  though  it  is  a  procedure  for 
which  we  are  trained  and  licensed. 

Oral  and  maxillofacial  surgeons  have  also  been  discriminated  against  by  plans  that 
permit  a  non-M.D.,  such  as  an  oral  and  maxillofacial  surgeon,  to  provide  treatment,  but  then 
reimburses  the  provider  at  a  differing  rate  because  of  their  academic  degree.  This  arbitrary 
distinction  has  nothing  to  do  with  the  provider's  ability  or  experience  and  therefore  should  not 
be  permitted.  We  believe  that  no  health  care  reform  legislation  should  permit  managed  care 
plans  to  discriminate  against  health  care  providers,  in  the  areas  of  participation  or 
reimbursement,  because  they  hold  or  do  not  hold  one  type  of  academic  degree.  This  problem  is 
widely  recognized  at  the  state  level,  where  46  states  have  enacted  legislation  prohibiting 
discrimination  based  on  the  academic  degree  of  the  provider. 

This  concept  of  equality  between  oral  cmd  maxillofacial  surgeons  and  M.D.s,  and 
prohibiting  degree  of  provider  discrimination  is  endorsed  not  only  by  the  AAOMS,  but  by  the 
Medicaid  and  Medicare  systems  with  their  adoption  of  a  physician  definition  that  includes 
oral  and  maxillofacial  sturgeons,  and  by  46  states.  In  implementing  the  Resource  Based  Relative 
Value  Scale  in  the  Medicare  payment  system,  ihe  1989  Omiubus  Budget  Reconciliation  Act 
dictated  equal  payment  for  the  same  service  regardless  of  provider  academic  degree.  That 
mandate  has  been  specifically  and  repeatedly  endorsed  by  Congress,  the  Physician  Payment 
Review  Commission,  the  Health  Care  Financing  Administration  and  Harvard  during  the  past 
five  years  (See  Attachment  2). 

Degree  of  Provider  Protection  and  The  Health  Security  Act 

As  proposed,  the  Health  Security  Act  recognizes  the  importance  of  prohibiting  degree 
of  provider  discrimination.  Its  definition  of  health  care  providers  and  health  professional 
services  encompasses  individuals  legally  authorized  by  states  to  deliver  health  care  services. 
By  not  distinguishing  between  M.D.'s  and  other  health  care  providers,  the  Act  would  prohibit 
some  forms  of  discrimination.  In  addition,  the  Act  prohibits  health  alliances  and  health  care 
plans  from  discrimination  against  the  mix  or  anticipated  need  for  health  professionals. 
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However,  by  not  explicitly  prohibiting  degree  of  provider  discrimination,  the 
Administration's  proposal  does  not  adequately  address  our  concerns. 

We  believe  the  He<ilth  Security  Act  of  1993  should  prohibit  state,  regional  or  corporate 
health  alliances  or  other  plans  from  discriminating  in  employment,  contracting,  participation, 
reimbursement,  or  indemnification  against  a  doctor  of  dental  surgery  or  of  dental  medicine  who 
is  acting  within  the  scope  of  the  dentist's  professional  license  under  applicable  State  h'w, 
solely  based  on  the  academic  degree  of  the  provider. 

This  language  does  not  require  a  plan  to  reimi  'urse  oral  surgeons  or  any  type  or  category 
of  provider.  Moreover,  the  language  would  not  prohibit  a  plan  from  limiting  the  number  and 
type  of  health  care  providers,  and  would  ooi  require  that  any  additional  or  related  services  by 
covered.  Rather,  the  language  merely  prohibits  a  plan  that  already  provides  coverage  for 
certain  services  (e.g.  surgery  for  a  jaw  fracture  as  a  result  of  an  automobile  accident)  from 
discriminating  against  an  oral  or  maxillofacial  surgeon  solely  because  he  or  she  is  a  dentist  vs  ho 
is  licensed  to  perform  such  services  and  not  a  medical  doctor. 

Hospitalization  of  Patients 

As  oral  and  maxillofacial  surgeons,  we,  like  other  doctors,  have  patients  who  vary  in 
their  physical  condition,  medical  history  and  pain  tol  ranee.  To  provide  our  patients  with  the 
highest  quality  of  care,  the  least  amount  of  risk  or  discomfort,  we  must  have  the  authority  to 
hospitalize  patients  when  their  medical  condition  so  dictates.  This  authority  currently  exists 
in  virtually  all  U.S.  hospitals  accredited  by  the  Joint  Commission  on  the  Accreditation  of 
Health  care  Organizations  (JCAHO). 

We  believe  that  the  needs  of  the  patient  and  the  experience,  training,  and  ability  of 
the  health  care  provider  should  be  the  critical  factors  that  determine  plan  participation  and 
reimbursement  policies.  Our  specialty  is  unique  in  its  training  curriculimi  and  its  scope.  We 
bridge  the  disciplines  of  dentistry  and  medicine.  Our  scope  of  practice  encompasses  dental  and 
medical  procedures,  and  although  the  distinction  between  which  procedures  fall  under  what 
heading  is  at  times  clear  cut,  at  times  there  exists  a  significant  overlap.  Oral  and 
maxillofacial  surgeons  complete  dental  school,  at  least  an  additional  four  years  of  residency, 
and  have  clinical  experience  in  medicine,  surgery  and  anesthesia.  (See  Attachment  3). 

As  surgeons,  nearly  all  of  us  work  in  a  hospital  setting,  and  are  subject  to  each  hospital 
credential  committee's  high  and  stringent  standards  that  are  based  on  the  JCAHO.  Education, 
training,  experience  and  quality  assurance  ensure  that  patients  receive  the  best  care  from  the 
best  qualified  individuals. 

III.       COVERAGE  OF  ORAL  AND  MAXILLOFACIAL  SURGERY  SERVICES 

Obviously,  the  issue  of  cost  will  likely  determine  what  is  included  in  the  final  version 
of  any  health  care  reform  legislation.  At  this  time,  the  AAOMS  does  not  have  sufficient 
information  on  the  parameters  of  the  Health  Security  Acts  benefit  plan  to  provide  the 
Subcommittee  with  specific  recommendations  on  which  oral  and  maxillofacial  surgery 
procedures  should  be  covered.  However,  we  have  reviewed  the  provisions  of  the 
Administration's  proposal  and  believe  the  following  critical  procedures  performed  by  oral  and 
maxillofacial  surgeons  should  be  considered  as  included  in  the  plan's  comprehensive  benefit 
package: 
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1.  Anwthgsia 

The  specialty  of  OMS  pioneered  the  delivery  of  outpatient  anesthesia,  over  forty  years 
ago.  Through  a  continuous  process  of  refinement  of  existing  techniques  and  the  adoption  of  new 
procedures,  fully  75  percent  of  OMS  care  is  now  delivered  in  the  outpatient  setting.  Sedation 
and  general  anesthesia  form  the  cornerstone  of  our  ability  to  provide  this  public  service.  We 
believe  that  this  medical  service  should  be  included  in  any  basic  health  care  package. 

2.  Birth  Defects.  Growth,  and  Development  Problems 

We  subscribe  to  the  notion  that  there  is  little  as  important  as  providing  optimum  care 
to  the  young  among  us.  We  therefore  believe  that  any  congenital  defects  must  be  addressed  as 
expertly  and  expeditiously  as  possible  so  that  all  can  become  fully  participatory  in  our  society. 

An  example  of  some  of  these  defects  are  cleft  lip  and/or  palate,  facial  clefts, 
hyperplasia,  hypoplasia,  aplasia,  neoplasia,  hypertelorism,  dystopia,  Crouzon's  syndrome, 
Apert's  syndrome,  Treacher-CoUins  syndrome,  or  identified  by  other  descriptive  terminology. 

Similarly,  we  adhere  to  the  belief  that  those  among  us  who  suffer  growth  and 
development  problems  resulting  in  not  just  stunted  physical  development  be  granted  the  same 
opportunity  of  care. 

Our  ability  to  correct  the  function  of  the  facial  skeleton  as  well  as  the  correction  of 
hard  and  soft  tissue  deficiencies  secondary  to  congenital  and  acquired  defects  should  be  an 
integral  part  of  any  basic  health  plan. 

3.  Trauma 

Trauma  remains  a  major  health  and  social  issue  in  the  United  States.  Every  year, 
hundreds  of  thousands  of  people  of  all  ages  sustain  facial  injuries  from  automobile  and  bicycle 
accidents,  athletic  activities,  or  altercations.  Many  of  these  injuries  are  maxillofacial  fractures 
-  fractures  of  the  lower  jaw,  upper  jaw,  palate,  cheek  bones,  nasal  bones,  bones  surrounding  the 
eyes,  or  combinations  of  these  types  of  facial  fractures. 

Our  involvement  in  facial  trauma  is  all  inclusive.  Such  facial  trauma  all  too  often 
causes  significant  oral  disruption  resulting  at  times  in  serious  interference  with  one's  ability  to 
masticate,  swallow,  breath,  smell  and  see.  Treatment  of  these  patients  often  requires 
hospitalization  and  the  skills  of  professionals  trained  in  trauma  management.  The  patient 
may  have  chronic  pain,  and  those  with  extensive  residual  defects  frequently  become 
emotionally  impaired.  Due  to  tissue  loss,  subsequent  reconstructive  procedures  are  often 
necessary  to  allow  the  patient  to  re-enter  society  expeditiously  and  fully  functional. 

The  principles  of  treatment  of  a  facial  fracture  are  the  same  as  for  a  fractured  arm  or 
leg.  The  parts  of  the  bone  must  be  aligned  (reduced)  and  held  in  position  (fixed,  stabilized) 
long  enough  for  healing  to  occur.  This  may  require  six  weeks  or  more,  depending  upon  the 
patient's  age  and  the  complexity  of  the  fractures.  When  fractures  are  extensive,  multiple 
incisions  to  expose  bones  in  order  to  employ  a  combination  of  reduction  and  fixation  techniques 
(e.g.,  wiring  or  plating)  may  be  needed. 
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4.  Pathology 

Pathology  of  the  maxillofaded  region  includes  tumors,  both  malignant  and  beiugn,  and 
infections  of  odontogenic  (dental)  and  non-odontogenic  origin.  Pathology  also  includes  disorders 
of  the  temporomandibular  joint,  which  often  result  in  severe  pain  and  dysfvmction.  The 
disabilities  resulting  from  a  dysfunction  of  this  joint  are  no  different  than  those  emanating  from 
joints  anywhere  else  in  the  body.  Again,  the  recoiistruction  of  any  anatomical  disruption 
resulting  in  dysfunction  is  an  indivisible  part  of  therapy. 

Finally,  we  endorse  the  view  that  reconstruction  of  deformities  or  disease  conditions 
resulting  from  prior  surgery  should  be  treated  the  Scune  as  other  surgical  to  or  therapeutic 
procedures. 

IV.  CONCLUSION 

Oral  and  maxillofacial  surgeons  also  perform  other  outpatient  dental  procedures, 
which  arc  normally  covered  under  dental  insurance  policies,  and  are  not  included  in  our 
recommendations  for  health  care  reform. 

The  AAOMS  is  currently  evaluating  the  development  of  a  more  specific  list  of 
prioritized  QMS  services.  Such  a  list  could  be  relevant  to  the  determination  of  which  QMS 
procedures  should  be  included  in  a  standard  benefit  package.  As  Congress  proceeds  in  its 
deliberations  of  any  health  care  reform  legislation,  including  the  Health  Security  Act  of  1993, 
the  AAOMS  will  be  available  to  discuss  the  specific  details  of  the  health  care  plan  with  the 
members  of  the  Energy  and  Commerce  Subcommittee  on  Heallth  and  the  Environment.. 

If  you  desire  any  further  information,  please  contact  the  Association: 

American  Association  of  Oral  and  Maxillofacial  Surgeons 
9700  West  Biyn  Mawr  Avenue 
Rosemont,  Illinois  60018 
708/678-6200 
Fax:  708/678-6286 

Doctor  Daniel  Lew,  D.D.S.,  President  and  Chairman  of  the  Board 
Mr.  Jeff  Flood,  Executive  Director 

Mr.  James  M.  Drinan,  Director,  Health  Care  and  Government  Relations 
Ms.  Colleen  M.  Nolan,  Assistant  Director,  Government  Relations 
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WRITTEN  SUBMISSION  OF  STANLEY  B.  PECK,  EXECUTIVE  DIRECTOR 

on  behalf  of 

THE  AMERICAN  DENTAL  HYGIENISTS'  ASSOCIATION 

BEFORE  THE  HOUSE  COMMITTEE  ON  ENERGY  AND  COMMERCE 
SUBCOMMITTEE  ON  HEALTH  AND  THE  ENVIRONMENT 
HEARING  ON  HEALTH  BENEFITS  PROPOSED 
UNDER  THE  CLINTON  HEALTH  SECURITY  ACT 
December  8, 1993 


The  American  Dental  Hygienists'  Association  (ADHA)  is  the  largest  national 
organization  representing  the  professional  interests  of  the  approximately  100,000  dental 
hygienists  across  the  country.  Dental  hygienists  are  preventive  oral  health  professionals, 
licensed  in  dental  hygiene,  who  provide  educational,  clinical  and  therapeutic  services  that 
support  total  health  through  the  promotion  of  optimal  oral  health. 

ADHA  is  pleased  that  reform  of  the  nation's  health  care  delivery  system  is  one  of 
Congress'  highest  domestic  priorities.  We  are  committed  to  participating  in  this  process 
to  ensure  universal  access  to  cost-effective  quality  health  care,  including,  at  a  minimimi . 
preventive  oral  health  services.  Oral  health  is  a  part  of  total  health  and  the  oral  health 
care  delivery  system  requires  reform  along  with  the  medical  care  delivery  system. 

ADHA  is  pleased  that  the  Health  Security  Act  proposed  by  President  Clinton 
includes  preventive  and  primary  dental  care  for  children  as  well  as  emergency  care  for 
both  children  and  adults.  However,  in  light  of  the  proven  cost-effectiveness  of  preventive 
oral  health  care  ~  where  each  $1  spent  yields  $8-$50  in  savings  ~  ADHA  feels  strongly 
that  preventive  and  other  basic  oral  health  care  benefits  should  be  provided  to  adults 
from  the  outset.  As  currently  written,  the  Clinton  plan  would  phase  in  additional  dental 
benefits  for  adults  by  the  year  2001. 

ADHA  has  joined  the  Coalition  for  Oral  Health,  which  includes  approximately 
twenty-five  national  oral  health  organizations,  to  press  for  the  inclusion  of  cost-effective 
oral  health  benefits  in  health  care  reform  legislation.  The  Coalition,  using  U.S.  Public 
Health  Service  data,  has  developed  a  preventive  and  primary  oral  health  package  for 
children  and  adults  which  would  cost  a  modest  less  than  $10  per  person  per  month.  This 
package  would  include:  preventive  services  consisting  of  a  professional  oral  health 
assessment,  dental  sealants,  professionally-applied  topical  fluoride,  an  annual  dental  cleaning 
(oral  prophylaxis),  and  fluoride  supplements;  acute,  emergency  dental  services;  early 
intervention  services  (to  maintain  and  restore  function)  including  restorative  services  and 
periodontal  maintenance  services;  and  certain  accommodations  for  persons  with  disabilities. 
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Access  to  Oral  Health  Gare  ^ 

The  Institute  of  Medicine  estimates  that  fifty  percent  of  Americans  do  not  receive 
regular  dental  care.  Further,  while  37  million  Americans  lack  medical  insurance,  the 
National  Dental  Research  Advisory  Council  reports  that  ISO  million  Americans  lack 
dental  insurance,  and  millions  more  are  underinsured  for  health  care,  including  oral 
health  care. 

Preventable  oral  diseases  currently  afOict  the  majority  of  children  and  adults  in 
our  country.  Dental  caries  (tooth  decay),  gingivitis  and  periodontitis  (gum  and  bone 
disorders)  are  the  most  conmion  oral  diseases.  In  fact,  the  Public  Health  Service  reports 
that  fifty  percent  of  all  children  in  the  United  States  experience  dental  caries  in  then* 
permanent  teeth  and  two-thirds  experience  gingivitis.  Furthermore,  nearly  half  of  all 
employed  adults  have  gingivitis  and  eighty  percent  have  experienced  periodontitis, 
according  to  the  U.S.  Preventive  Services  Task  Force.  If  untreated,  gum  disease  causes 
bone  deterioration  and  eventual  loss  of  teeth,  pain,  bleeding,  loss  of  function,  diminished 
appearance,  and  possible  systemic  infections.  Indeed,  as  many  as  four  to  fifteen  percent 
of  American  adults,  and  more  than  forty  percent  of  the  elderly,  have  lost  all  their  teeth. 
These  individuals  frequently  experience  nutritional  deficiencies  as  a  result  of  being 
unable  to  chew  food.  Each  of  these  oral  health  disorders  —  dental  caries,  gingivitis  and 
periodontitis  -  can  be  prevented  through  regular  preventive  care . 

Universal  access  to  oral  health  services  should  be  provided  to  all  Americans  as 
one  way  to  support  total  health.  Ideally,  everyone  should  have  access  to  diagnostic, 
preventive,  restorative  and  periodontal  care,  as  well  as  emergency  care  to  treat  pain.  At 
a  minimum,  however,  preventive  services  should  be  available  as  an  investment  for  long- 
term  savings. 

Children,  in  particular,  should  be  assured  regular  preventive  services.  The 
American  Academy  of  Pediatrics  siq)ports  a  fiillv  funded  preventive  care  benefit  package 
—  which  includes  preventive  dental  care  —  as  a  component  of  its  recommended  basic 
benefit  package  for  children.  The  Medicaid  Early  and  Periodic  Screening  Diagnosis  and 
Treatment  (EPSDT)  program  also  recognizes  the  value  of  preventive  oral  health  care  for 
children,  mandating  coverage  of  these  services  for  all  Medicaid-eligible  individuals  from 
birth  to  age  21.  Because  of  financial  and  other  restrictions  unposed  by  states,  however, 
the  September  1989  "Public  Health  Service  Workshop  on  Oral  Health  of  Mothers  and 
Children"  revealed  that  the  Medicaid  program  continues  to  serve  only  a  fraction  of  the 
children  it  was  intended  to  serve. 

Preventive  oral  health  care  has  already  proven  beneficial.  The  National  Institute 
of  Dental  Research  (NIDR)  rqK)rts  that  one-half  of  American  children  ages  five  to 
seventeen  are  now  cavity  free.  Although  the  prevalence  of  dental  caries  among  school- 
aged  children  has  declined  in  recent  years,  84  percent  of  17-year  olds  were  found  in  a 
recent  NIDR  survey  to  have  cavities.  Further,  the  Centers  for  Disease  Control  reports 
that  the  oral  health  of  African  Americans  and  Hispanics  is  far  worse  than  that  of  whites. 
For  example,  one  of  the  most  severe  forms  of  gum  disease  —  localized  juvenile 
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periodontitis  ~  disproportionately  affects  teenage  black  males  and  can  result  in  loss  of  all 
teeth  before  adulthood. 

Americans  with  access  to  preventive  dental  services  highly  value  this  care,  as 
illustrated  by  federal  government  workers.  The  Washinprtnn  Post  recently  reported  that 
1.5  million  of  the  four  million  current  and  retired  federal  workers  who  participate  in  the 
^  Federal  Employees  Health  Benefits  (FEHB)  program  choose  the  Blue  Cross-Blue  Shield 
policy,  in  part  because  of  its  preventive  dental  package,  which  inchides  dental  exams,  X- 
rays,  prophylaxis  (cleaning)  and  fluoride  treatments.    In  addition,  Hewitt  Associates 
(Hewitt),  an  international  consulting  firm  specializing  in  employee  benefit  plans,  reports 
that  92  percent  of  the  health  plans  in  its  data  base  include  dental  coverage.  -  Hewitt 
also  reports  that  employees  ranked  dental  coverage  second  in  importance  only  to 
medical  coverage  and  before  all  other  benefits,  including  paid  time  off,  pension  options, 
sick  leave  and  life  insurance. 

Cost  Savings  Associated  With  Preventive 
Oral  Health  Care 

Investing  in  America's  oral  health  care  will  translate  directly  into  fiscal  savings.  It 
is  a  known  fact  that  preventive  care  can  reduce  the  need  for  expensive  critical  care.  In 
fact,  NIDR  reported  in  July  1992  that  Americans  saved  nearly  $100  billion  in  dental  bills 
during  the  1980s  because  of  improvements  in  oral  health.  Each  $1  spent  on  preventive 
oral  health  care  yields  $8-$50  in  savings. 

Remarkably,  while  economic  factors,  such  as  population  growA,  increases  in 
numbers  of  dentists,  and  increases  in  numbers  of  Americans  with  dental  insurance,  might 
have  significantly  increased  the  growth  in  dental  expenditures  over  the  past  decade. 
National  Income  and  Product  Accounts  data  from  the  U.S.  Commerce  Department 
indicate  that  average  annual  growth  in  total  real  dental  expenditures,  adjusted  for 
inflation,  was  only  one  percent  annually  from  1979  to  1989.  This  was  substantially  less 
than  growth  in  medical  expenditures.   This  slower  growth  in  dental  expenditures  is 
estimated  to  have  resulted  in  savings  to  the  American  public  of  more  than  $39  billion  in 
1990  dollars  from  1979  through  1989.  Increased  emphasis  on  prevention,  widespread  use 
of  fluorides,  and  a  better-informed  public  contributed  to  those  cost  savings. 

Even  with  these  savings,  however,  there  is  room  for  significant  inq>rovement.  In 
fact,  the  American  Fund  for  Dental  Health  reports  that  20  million  work  days  are  lost 
annually  due  to  oral  health  problems.  Increased  access  to  preventive  oral  health  services 


-        Hewitt  Associates  March  30, 1993  testimony  before  the  House  Ways  and  Means 
Subcommittee  on  Health,  "HealthCare  Reform:  Consideration  of  Benefits  for  Inclusion 
in  a  Standard  Benefits  Package,"  stated  that  it  maintains  a  data  base  covering  the 
salaried  employees  of  over  1,000  major  employers  and  the  hourly  and  union  employees 
of  more  than  200  major  companies.   These  employers  provide  benefits  to  more  than  20 
million  employees  aiKl  35  million  of  their  spouses  and  dependents. 
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undoubtedly  would  reduce  this  staggering  number  and  exponentially  increase  cost 
savings. 

A  working  draft  report  prepared  by  the  Public  Health  Service's  Oral  Health 
Coordinating  Committee  entitled  "An  Essential  Oral  Health  Benefits  Package"  estimates 
an  annual  per  capita  cost  of  $74  to  provide  all  American  children  with  comprehensive 
oral  health  services- and  all  American  adults  with  only  acute  emergency  and  preventive 
services.-  Thus,  the  estimated  cost  of  providing  these  services  would  be  $19.2  billion 
for  the  entire  population  or  $11.8  for  the  160  million  Americans  who  presently  lack 
dental  insurance.  The  report  further  estimates  that  extending  comprehensive  coverage  to 
all  Americans  would  entail  a  per  capita  cost  of  $134  or  $34.9  billion  for  the  entire 
population  or  $21.5  billion  for  the  dentally-iminsured.  [See  attached  table.] 

The  Coalition  for  Oral  Health,  which  includes  ADHA  and  other  national  oral 
health  organizations,  is  advocating  the  mclusion  of  a  cost-effective  oral  health  beneflts 
package  in  health  care  reform  legislation.  The  Coalition,  using  U.S.  Public  Health 
Service  data,  has  developed  a  preventive  and  primary  oral  health  package  for  children 
and  adults  which  would  cost  a  modest  less  than  $10  per  person  per  month.  This  package 
would  include:  preventive  services  consisting  of  a  professional  oral  health  assessment,  dental 
sealants,  professionally-applied  topical  fluoride,  an  annual  dental  cleaning  (oral  prophylaxis), 
and  fluoride  supplements;  acute,  emergency  dental  services;  early  intervention  services  (to 
maintain  and  restore  Junction)  including  restorative  services  and  periodontal  maintenance 
services;  and  certain  accommodations  for  persons  with  disabilities. 

Role  of  Dental  Hygienists  in  Providing 
America's  Oral  Health  Care 

As  the  primary  providers  of  preventive  oral  health  services,  dental  hygienists  stand 
ready  to  aid  the  nation  in  improving  its  delivery  of  oral  health  care  and  subsequently 
contributing  to  total  health  by  providing  valuable  services  such  as  routine  prophylaxis; 
periodontal  assessment,  treatment  and  maintenance;  application  of  fluorides  and 
sealants;  x-rays;  and  education  in  self  care.  By  helping  patients  modify  personal  health 


-  Services  recommended  include  professional  oral  health  assessment,  consisting  of 
thorough  examination  of  the  hard  and  soft  tissues  of  the  oral  cavity  and  related 
structures  provided  on  an  annual  basis,  for  those  age  two  and  older;  dental  sealants  for 
permanent  molar  teeth  in  children;  professionally-applied  topical  fluoride  provided  up  to 
twice  a  year  for  children  and  adults  who  are  assessed  to  be  at  risk  for  dental  caries;  oral 
prophylaxis  (cleaning)  for  the  removal  of  hard  and  soft  deposits  and  extrinsic  strain;  and 
fluoride  supplements  made  available  to  children  until  age  13  whose  water  supply 
contains  sub-optimal  levels  of  fluoride,  acute  emergency  dental  services,  dental 
restorative  services,  and  periodontal  maintenance  services. 

-  Adult  preventive  services  would  include  oral  health  assessment,  oral  prophylaxis, 
periodontal  maintenance  services,  professionally-applied  topical  fluoride  for  adults  at  risk 
for  dental  caries,  and  acute  emergency  dental  services. 
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behaviors  to  promote  self  care,  dental  hygienists  assist  individuals  in  playing  a  vital  and 
cost-effective  role  in  their  own  oral  health. 

As  Congress  reforms  the  health  care  delivery  system,  lawmakers  thus  should  not 
view  dentists  as  the  gatekeepers  of  oral  health  services,  akin  to  the  primary  care 
physician  whose  status  may  be  elevated  to  that  of  gatekeeper  of  the  provision  of  medical 
services  in  the  future.  The  role  of  a  dentist  in  the  delivery  of  oral  health  care  is  not  akin 
to  that  of  a  primary  care  physician.  The  preventive  oral  health  services  which  ADHA  is 
advocating  be  included  in  a  standard  benefits  package  should  be  available  to  all 
Americans  when  provided  by  any  state  licensed  provider.  Both  dental  hygienists  and 
dentists  are  licensed  in  all  50  states  and  therefore  have  demonstrated  their  competence 
to  the  satisfaction  of  state  licensure  boards  whose  mission  it  is  to  ensure  the  health, 
safety  and  welfare  of  the  public.  Further,  dental  hygienists  receive  three  times  the 
amount  of  education  in  preventive  oral  health  services  as  do  dentists. 

Federal  legislation  should  ensure  direct  access  to  dental  hygienists  by  providing 
for  direct  reimbursement  in  order  to  maximize  Americans'  access  to  preventive  oral 
health  care  services.  We  must  break  down  arbitrary  practice  setting  barriers  to  access 
which  have  long  tied  oral  health  care  delivery  to  the  fee-for-service  private  dental  office, 
where  only  50  percent  of  the  population  is  served.  Several  states,  including  Colorado 
and  Washington,  have  endorsed  direct  access  to  dental  hygienists  through  legislation 
which  permits  dental  hygienists  to  practice  mdependently.    These  states  expressly  have 
recognized  that  full  utilization  of  the  services  of  dental  hygienists  can  address  the  need  to 
augment  the  delivery  of  oral  health  care.  Federal  law  in  no  way  should  impede  the 
progress  that  states  are  making  in  recognizing  that  dental  hygienists  appropriately  may 
provide  preventive  oral  health  services  outside  of  the  purview  of  a  dental  office,  thus 
breaking  down  the  barriers  which  have  impeded  access  to  oral  health  services  for  too 
long. 

A  1987  Federal  Trade  Conunission  study  entitled  Restrictions  on  Dental 
Auxiliaries.  An  Economic  Policy  Analysis  recommends  the  elimination  of  licensing  laws 
which  limit  the  number  of  dental  hygienists  in  a  dentist's  practice,  fmding  that  increased 
use  of  dental  hygiene  services  will  decrease  costs  to  the  consumer  and  improve  access, 
without  compromising  quality.  It  is  critical  for  federal  legislation  to  buttress,  and  not 
impede,  state  law  efforts  to  ensure  increased  access  to  dental  hygiene  services  for 
children,  the  elderly,  minorities,  the  poor,  and  the  traditionally  underserved.  Indeed, 
recently  proposed  Medicaid  EPSDT  program  rules  for  dental  screening  services  would 
provide  for  referral  to  a  dentist  or  a  professional  dental  hygienist  xrndQT  the  supervision  of 
a  dentist  as  an  option  to  satisfy  the  requirement  for  initial  referral  for  dental  services. 
The  stated  rationale  is  to  "increase  the  availability  of  dental  services  in  areas  where 
dentists  are  scarce  or  not  easy  to  reach."  Any  federal  legislation  that  provides  for 
preventive  oral  health  care  services  must  protect  patients'  direct  access  to  dental 
hygienists  by  providing  for  direct  reimbursement. 
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Conclusion 

In  conclusion,  preventable  oral  diseases  still  afflict  the  majority  of  children  and 
adults  in  our  nation,  compromising  their  health  and  unnecessarily  adding  to  health  care 
costs.  Ideally,  all  Americans  should  have  access  to  diagnostic,  preventive,  restorative  and 
periodontal  care,  as  well  as  emergency  care  to  treat  pain.  But,  at  a  very  minimum, 
Americans  need  access  to  basic  preventive  oral  health  care,  including  education  in  self 
care,  routine  teeth  cleaning,  provision  of  fluorides  and  sealants,  periodontal  maintenance 
and  routine  x-rays.  Any  federal  legislation  that  provides  for  preventive  oral  health 
benefits  also  must  ensure  Americans'  access  to  dental  hygienists,  the  primary  providers  of 
preventive  oral  health  care  services. 

ADHA  stands  ready  to  work  with  the  nation's  policymakers  to  ensure  every 
American  basic  oral  health  and  the  savings  of  billions  of  health  care  dollars. 

\14468\010\40TESKSS.001 
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FOOTNOTES:  Assumptiou  used  in  tiie  derdopoicat  of  the  Oral  Heakh  Benefits  Package 

a  fj^y-Thg  proposed  oral  health  service  package  projecu  an  overall  utilization  rate  of 

70  percent  for  the  target  population,  unless  disease  conditions  or  other  modifying  factors  warrant  adjustment  of 
this  rate.*  National  dental  care  utilization  data  (NHIS,  1989)  r^rtt  an  overall  annual  utilization  rate  of 
57  percent.'  Healthy  People  2000  has  set  a  goal  of  70  percent  utilization  of  the  oral  health  care  system  for  adults 
aged  3S  yean  and  oMer."  Recommend  that  future  cost  estimates  be  based  on  a  utilization  rate  of  70  percent  for 
SU  age  categories. 

b  Unk  cost  of  dcnUl  serricti-Cost  estimates  for  individual  clinical-based  services  are  based  on  1985  median  fees 

from  a  national  survey  of  dentists  conducted  by  the  American  Dental  Association'  and  adjusted  to  1992  doUan. 

c  F.li«lhli>  nopuhtion-The  services  package  targets  the  population  of  two  age  groups  (8  and  14  year  oM  chiUren) 

for  placement  of  dental  sealants  on  susceptible  permanent  molar  teeth,  in  any  one  year."  Recommend  the 
application  of  sealants  to  a  total  of  eight  (8)  permanent  molar  teeth  per  individual  during  the  period  of  7  to  15 
yean  of  age.^ 

d  ^ItjUgflt^H*  "MMtiri^r-A  modified  utilization  rate  of  SO  percent  for  sealant  application  is  recommended  based  upon 

the  target  goal  of  50  percent  established  in  HeaUty  FeopU  2000."  In  1989,  only  17  percent  of  eight  year  oU 
children,  and  13  percent  of  chiMren  aged  14  yean,  were  rqwrted  to  have  sealanU.' 

e  Serriee  modilicr-The  preventive  services  padcage  recommend*  a  single  application  of  dental  sealanU  to  four  (4) 

permanent  molar  teeth  per  individual,  in  any  one  year,  during  the  peiiod  of  7  to  15  yean  of  age. 


^ftiBattffy  aiftiifilT-'"^  benefit  package  empk>ys  an  85  percent  utilization  rate,  which  corresponds  to  the 
Heabhy  feople  2O00  target  goal  for  individuals  gsi  receiving  optimally  fluoridated  public  water.'' 
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ttn  tot  Diteue  Coatrol  and  Preventioa  ^CDQ  MtmulM  tiiat  ■pproxinutely  112 
millioa  peopfe  (or  •ppnudautdy  45  peroeat)  in  the  U.S.  (19S9)  did  sst  b*ve  toceM  to  the  beaefiti  of  opiimAlly 
fluoridated  waler,  eidier  tfarouch  adjiMted  or  natiumUy  occurring  meani.'  AtMiming  the  U.S.  population  lerved  by 
oommuniqr  and  mo-ooaaaHBity  water  rappUet  i*  dittriMted  evenly  by  age  category,  thii  leivice  package  aistimea 
that  45  peraoit  of  Ifae  child  pnpnlatinw  coouimea  drinking  water  with  Jai  than  optimal  leveli  of  fluoride.  Thui, 
this  figure  iqwucuU  the  proportioii  of  the  U.S.  population  Qsi  receiving  water  with  a  dentally  'ififr^nf 
conceatratioa  of  flnoride  and  would  benefit  moat  Crom  the  application  of  profeiaionally-applied  topical  and 
lyttemic  fluoride  atipplrinfijta.  Childrea  and  adolrarmri  oonauming  dentally  significant  concentrations  of  fluoride 
in  their  drinkiiig  water  dxNiU  as  be  prescrAwd  dietary  fluoride  suppkmeots. 


.  modified  utilization  rate  of  20  pcrecot  it  used  in  the  model  to  represent  the  proportion  of 
the  U.S.  child  popularimi  at  high  risk  of  experiencing  dental  caries,  and  thus  would  benefit  from  additional  to^eal 
fluoride  trealmert-ftvca  tfaoae  residing  in  fluoridated  areas.  This  estimate  is  based  on  the  1986-87  National  survey 
of  oral  heakh  in  school  children  that  repotted  60  peroeat  of  the  decayed  teeth  in  children  were  fsund  in  20  peroeat 
of  the  individuals  surveyed.'* 

>  people  (1989)  in  the  U.S.  in  more  than  8,081 
of  optimally  adjusted  fluoridated  water,  and  an  additional  9  million  people 
in  1,869  oowmnmirirs  are  using  water  with  naturally  occurring  fluoride  at  levels  of  0.7  mg/liter  or  higher.* 
Assuming  the  child  population  served  by  community  and  non-community  water  supplies  is  distributed  evenly  by 
age  category,  the  aervioe  package  used  the  estimate  of  55  percent  as  the  proportion  of  the  U.S.  child  population 
with  access  to  dtioking  water  with  a  dentally  significant  concentration  of  fluoride.  This  population  would  not 
benefit  signifiranity  Crooi  ptoieaaiooally-applied  topical  fluoride,  unleu  there  is  evidence  the  individual  it  at 
increaaed  ride  of  dental  catiea  (aee  footaote  h). 


I  National  Institute  of  Deatsl  Research  (NIDR)  conducted  the  1985-86  National  Survey  of 
Oral  Health  in  U.S.  Employed  Adults  and  Seaion  and  reported  that  approximately  7  percent  of  employed  adults 
(dentate)  aged  18-64-f  years  were  caries  free,  and  about  3  percent  of  dentate  seniors  aged  65+  (dentate)  were 
caries  free."  Akhough  only  s  small  proportion  of  adubs/senion  were  found  to  be  caries  free,  an  estinaatB  of 
10  pcrecat  was  project  as  the  proportion  of  aduksysenion  at  increased  risk  of  active  dental  caries  and  would 
benefit  Crom  flnotide  sun4entM<s.  The  service  oaodifier  is  based  upon  the  survey  findings  that  the  decayed 
component  (D)  of  caries  sooics  (unreatored  tooth  Airftces)  comprised  approximately  8  peroeat  in  employed  aduka 
and  9  peroeat  in  aeoiors  of  the  decayed  and  filled  tooth  scores  (DFT)  " 


Serriee  nrfjfiTp-'"^  propoitioa  of  children  and  adolescents  requiring  'routine  oral  prophylaxis'  b  fstimatnd  to 
be  60  pmc^  This  estimate  is  based  on  the  1986^7  NIDR  National  Survey  of  Oral  Heakh  in  School  ChiUren 
which  reported  59  percent  of  children  aged  14-17  yean  demonstrated  gingival  bleeding  upon  probing."  Gingival 
bleeding  servea  as  aa  indicator  for  mild  or  moderate  gingival  inflsmmstion  and  an  indirect  measure  of  treatment 


Strriee  mafiMr-AaBtoximalelv  89  percent  of  the  aduk  population  aged  18  and  older  is  classified  as  dentate." 
The  propoitioa  of  dentate  aduks  aged  19  to  64  years  and  dentate  senion  aged  65+  yean  requiring  'routine  oral 
prophylaxis*  m  lilaiMlr  il  at  41  percent    Projectioo  based  of  data  from  the  1985-86  NIDR  National  Survey  of 
Oral  Henkh  m  VS.  Eoytoyed  Aduks  and  Senion  -  43.6  percent  of  employed  aduks  (dentate)  aged  18-64-t-  yean 
were  reported  with  gingiva  bleeding  in  at  least  one  ske;  and  46.9  percent  of  senion  (dentate)  were  reported  with 


 -The  target  population  iachides  inbntt  and  chiklrea,  13  yean  of  age  and  younger.  Daily  use 

of  dietary  fluoride  suppkmcals  is  recommended  for  in&ntt  (pediatric  drops)  and  children  (fluoride  tablets)  iq) 
through  the  age  of  13,  who  reaide  in  areas  not  served  by  fluoridated  public  or  private  water  supplies.'* 

Eitfanated  -^nfrt"  He-The  "^j-"*'"^  need  for  emergency  dental  services  is  15  pcrceoL  Based  on  data  from 
the  1985-86  Natkml  Survey  of  Oral  Heakh  in  U.S.  Employed  Aduks  snd  Senion  -  18.6  percent  of  eaq>k>yed 
aduks,  and  16.2  peroeat  of  seaion  sel^reported  the  need  for  'immediate*  dental  treatmeat'*  From  the  same 
national  survey,  14  percent  of  aduks  and  senion  reportedly  sought  dental  care  for  either  a  toothache  or  to  have  a 
tooth  odneted." 
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o  Ehfr*^  Bonnhtinn-The  benefit  peckage  tartett  the  populatkm  of  cliildiea,  aged  3  to  10  yean,  tt  ri*k  of 

experiencing  dental  caries  in  their  primary  dentition. 

p  Strrice  ■M>difitr-Baied  upon  the  findings  of  the  198647  National  Survey  of  Dental  Caries  in  U.S.  School 

Children,  the  mean  number  of  decayed  (unrestored)  primary  tooth  surfitcct  requiring  restoration  was 
1.1  tooth  lurfaca.   The  mean  decayed  and  filled  tooth  surfitces  score  (d&)  for  children  aged  S-9  years  was 
repotted  as  3.9  sur&ces  (the  decayed  component  was  28  percent).'* 

q  EIWMe  onpulatiQD-The  benefit  package  targets  the  population  of  childten  and  adolescenu,  aged  6  to  18  years,  at 

risk  of  nqteriencing  dental  caries  in  their  permanent  dentition. 

r  Serrfcg  modintr-Based  upon  the  findings  of  the  1986-87  National  Survey  of  Dental  Caries  in  U.S.  School 

Children,  the  mean  number  of  decayed  (unrestored)  permanent  tooth  surtwes  requiring  restoration  was  0.4  of  a 
turface.  The  mean  decayed,  miuing,  and  filled  tooth  surface  score  (DMFS)  for  children  and  aged  S-17  years  was 
rqiotted  as  3.07  surfaces  (the  decayed  component  conq>ris«d  13.4  percent).'* 

t  S«rvk«  modilitr-Based  upon  the  findings  of  the  1985-86  National  Survey  of  Oral  Health  in  U.S.  Employed 

Adults  and  Seniors,  the  mean  number  of  decayed  (unrestored)  coronal  surfaces  for  employed  adults  aged  18  to 
64+  was  13  surfacci.  The  mean  decayed  and  fiUed  coronal  sur&ces  score  (DFS)  was  reported  as  23.2  surface^ 
(the  decayed  component  comprised  S.6  percent)." 

t  Serrfct  modiflw-Based  upon  the  findings  of  the  198S-86  National  Survey  of  Oral  Health  in  U.S.  Empktyed 

Adults  and  Seniors,  the  mean  number  of  decayed  (unrestored)  root  tooth  surfaces  for  employed  adults  aged  18  to 
64-t-  was  0.4  of  a  surface.  The  mean  decayed  and  filled  root  surfaces  was  reported  as  0.76  of  a  surface  (the 
decayed  component  coflq|>rised  S3 .5  perceirt  of  the  DFS  score).** 

u  Strrie*  modifter-Based  upon  the  findings  of  the  19SS-S6  National  Survey  of  Oral  Health  in  U.S.  Employed 

Adults  and  Senion,  the  mean  number  of  decayed  (unrestored)  coronal  surfaces  for  seniofs  aged  65+  was 
U4  surfaces.  The  mean  decayed  and  filled  coronal  surfaces  score  was  repotted  as  20.4  surfaces  (the  decayed 
component  comprised  7.6  percent  of  the  DFS  score)." 

▼  Sefvice  modilicr-Based  upon  the  findings  of  the  198S-86  National  Survey  of  Ord  Health  in  U.S.  Enq>loyed 

Aduks  and  Senion,  the  mean  number  of  decayed  (unrestored)  tooth  surfaces  for  seniors  aged  63+  was 
1.46  surfaces.  The  mean  decayed  and  filled  root  surfaces  scare  wu  rqwited  as  3.17  surfaces  (the  decayed 
component  comprised  46.1  poccnt  of  the  DFS  score)." 

w         SeiTice  modiiier-Based  upon  the  findings  of  the  1986-87  National  Survey  of  Dental  Caries  in  U.S.  School 
Chikfatn,  10  pcrceat  of  children  and  adolescents  were  estimated  to  require  dental  scaling  services  beyond  the 
'routine  onl  prophylaxis.* 

X  Serrtee  modifier-Based  upon  the  findings  of  the  198S-86  National  Survey  of  Oral  Health  in  U.S.  Employed 

Aduks  and  Seniors,  53.7  pcrceat  of  empkiyed  aduks  aged  18  to  64+  were  repotted  with  findings  of  subgingival 
calculus." 

J  Service  modMer-Based  upon  the  findings  of  the  1985-86  National  Survey  of  Oral  Heakh  in  U.S.  Employed 

Aduks  and  Seniors,  (5.6  perceitt  of  seniors  aged  65+  yean  were  rqwtted  with  findings  of  subgingival  calculus." 
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TABLBV.  ErtinniedCoitarOnlHcallfaBcBefiliPfeckafe 
■HiluBi  rtirina  af  the  Vffcwg  Oarten  cf  Oral  Halth  Sarktt) 


Oni  BMlft  iMBii  riKk^ 

(05  fir  <^ 

Tt^  DA  nipJiHiiB' 

$34.9  MBoa 

SSUbiBiea 

SlLlbafiaa 

OM  •  af  MmI  Itmrtjr  Lmir 

SSJbOEaa 

$2.<lMiBeo 

$4.0biIIioa 

S  l.9baBoa 

ON  %    hM  FMw^'uMir 

$l.ibillioa 

lM*deal995  UJ. 


Ii(dha        to  abaM  ftoa  19«S  AMricM  DmmI  AmocMio  BMioad  wvqr  of  ti 
for  aAtiaa  M  1992  dote. 


OnlHtalth  Strviea  Podsagt 
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(2)     Oral  Health  Benefits  Package  -  Cluster  "B"  Services: 

Primary  Preventive,  Acute  Emergency,  and  Earty  Intervention 
Services  for  Children  and  Adolescents  A  Primary  Preventive  and 
Acute  Emergency  Services  for  AduUs) 

Cluster  *B"  services  (TABLE  VII)  repnsents  a  lower  cost  alternative. 
Services  for  children  are  identical  to  those  in  cluster  'A*,  but  only 
acute  emergency  and  preventive  s^ces  are  extended  to  adults. 

At  an  annual  per  cqnta  cost  of  $74,  the  estimated  aomal  cost  of 
implementing  diis  cluster  of  services  for  the  entire  U.S.  pc^nilatim  is 
$19.2  billion  (SO  percent  of  the  1992  total  expenditure  for  dental 
services  in  the  U.S.),  and  $11.8  billion  for  the  dental  uninsured 
population  (TABLE  V). 

Although  this  package  would  have  a  positive  impact  on  oral  health, 
attainment  of  the  oraUiealth  objectives  of  Healthy  People  2000  fm 
adults  and  seniors  would  be  unlikely  by  the  year  2000. 
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TABLE  Vn.   Onl  Health  BcBcAs  Fhdc^  -  Chirtcr  "B"  Scrricci 
Primaiy  Pieveotive.  Acute  Emnfenqr  and  Eariy  Intervcotiaa  Sdvicei  Taiseted  for  C3iildfen  &  Adoleeceots 
Primuy  Pieveotive  nd  Acute  Emetgency  SenricM  Targeted  for  AdulU  &  Scniofs 


BMfe  Ord  Bc^  SvTKW 

Ta»»«tri>ili»iiii 
SuOan  m*  yn.) 

•  Ont  Fn—liiriii  (iMMUtxsm) 

•  Ortl  BMMMfioe  (Wrrfcft  txmmt 

•  DmUi  IUdhiti»|*»  g  Htrwt^j 

ObiMivc  13.07 
Otij«ctivi  13.11 
ObiMiv*  13.12 
ObfKliv*  13.13 
Oli)«tiv«  13.14 

ChiUraiAAdolMeeiai 

Obi«4ivc  13.16 

Aduhi&Senian 

OtiMivc  13.01 
Objective  13.08 

Childmi  *  AdotcKeali 
9  ud  14  yn.) 

OtjMiv*  13.01 
OI^Ktivt  13.10 

CSuldna*  AdoleacMMi 
(Noo-Fhiondaud  Atmi) 

OiikiRa  A  Adoleaceatt 
(Hi|h  Kuk  -  Fhioridatod  Aicu) 

Aduhi 

Seaion 

Onl  hw|ilvlBii 
(ZkaMt  Cheats 

ObiMivt  13.03 

ChildicaA  AdofetccflU 

Adukt  *  Seaion 

Otjwtiv*  13.01 
Otj«ctiv»  13.10 

Cluldfca(13  yn.  tod  under) 

AcaU  raiinf  J  Dwtii  S«vicM 

OtjMtiv*  13.02 
ObiMivc  13.13 

ChildRa  *  Adoleaceau 

Adulti  &  Senion 

DiamnfrfiiSirtfcaa 

Qk^KtK*  13.02 

diildteaO  to  10  yn.) 
(Prinwy  Teelh) 

ObMwb  St.  Adolwremi  (6  lo  10  yn.) 
(FBnniDMTeelh) 

OtjKthr*  13.12 

duldica*  Adoleiceau 
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STATEMENT  OF 
THE  AMERICAN  DIETETIC  ASSOCIATION 


Chainnan  Waxman  and  Distinguished  Members  of  the  Subcommittee: 

Thank  you  for  the  opportunity  to  comment  on  the  standard  benefits  package  provisions  in 
health  care  legislation  pending  before  your  Subconmiittee.  We  respectfully  request  that  our 
comments  be  included  in  the  Subcommittee's  public  hearing  record. 

It  is  well  understood  that  nutrition  plays  a  key  role  in  preventing  disease.  Surveys  of  the 
American  public  show  that  people  know  that  "eating  right"  prevents  heart  disease,  diabetes, 
high  blood  pressure,  and  cancer.  In  contrast,  litde  is  known  about  the  vital  role  medical 
nutrition  therapy  plays  in  treating  disease. 

For  example,  medical  nutrition  therapy  is  key  in  the  treatment  of: 

•  Cancer,  in  which  nutrition  therapy  helps  prevent  the  weight  loss  associated  with  cancer 
treatments,  thereby  increasing  patient  responsiveness  to  treatment,  and  enhancing  patient 
tolerance  of  chemotherapy  and  radiation  therapy; 

•  Heart  diseaiie.  for  which  a  specialized  diet  and  exercise  program  helps  reduce  serious  risk 
of  further  damage  to  the  cardiovascular  system  and  heart,  thereby  avoiding  expensive 
surgery; 

•  Kidney  (renal)  disease,  for  which  reduced  liquid,  protein,  potassium  and  sodium  intake, 
along  with  adequate  caloric  intake,  can  delay  and  reduce  the  need  for  dialysis; 

•  Diabetes,  for  which  aggressive  nutrition  counseling,  combined  with  frequent  monitoring 
of  blood  sugar  levels,  prevents  the  need  for  insulin  (for  individuals  with  Type  n  diabetes) 
and  reduces  the  occurrence  of  diabetes-related  health  problems; 

•  ATDS.  where  maintaining  body  weight  and  scientifically  pursuing  nutrition  evaluation 
allows  patients  to  more  successfully  combat  opportunistic  infections,  prevent 
complications  and  live  longer,  more  productive  lives; 

•  Prenatal  Care,  for  pregnant  women  at  high  risk  of  premature  labor  or  other 
complications,  where  aggressive  dietary  therapy  can  achieve  a  balanced  nutritional  status 
and  appropriate  weight  gain  which  reduces  the  incidence  of  cesarean  section  and  low- 
birth  weight; 

•  Pediatric  Care,  in  which  infants  suffering  from  failure  to  thrive  syndrome  have  lower 
hospital  utilization  when  progressive  nutrition  therapy  is  applied;  and 

•  Geriatric  Care,  for  elderly  home  health  and  nursing  home  patients  whose  conditions 
make  digesting  and  ingesting  difficult,  and  specialized  nutrition  therapy  can  help  prevent 
or  treat  complications  like  decubiti  (bed  sores)  when  they  are  able  to  maintain  their 
nutritional  status. 


360 


The  American  Dietetic  Association 
December  17, 1993 
Page  2 


Medical  nutrition  therapy  is  further  defined  in  the  attachment 


MEDICAL  NUTRITION  THERAPY  IS  RARELY  COVERED  BY  HEALTH 
INSURANCE 

Health  insurance  plans  seldom  cover  medical  nutrition  therapy.  If  they  do,  it  often  requires 
extensive  requests,  vigorous  follow-up,  documentation  of  medical  necessity  and  personal 
pleas  by  the  patient,  physician  and  dietitian- 
Health  insurance  plans  typically  follow  the  coverage  rules  adopted  by  the  Medicare  program 
created  in  1965,  well  before  the  major  advances  in  medical  nutrition  science  that  the  program 
has  never  been  updated  to  reflect  Medicare  covers  medical  nutrition  therapy  only  when 
patients  are  hospitalized  and  the  hospital  chooses  to  provide  this  service  as  part  of  its  overall 
inpatient  treatment  plan.  Medical  nutrition  therapy  is  generally  not  covered  on  an  outpatient 
or  ambulatory  basis,  the  cost-effective  setting  for  its  provision. 

The  vast  majority  of  non-hospitalized  patients  must  pay  for  medical  nutrition  therapy  out  of 
their  own  pockets.  Those  who  cannot  pay  for  the  services  of  a  registered  dietitian  or 
qualified  nutritionist  are  more  likely  to  be  hospitalized  or  have  surgery  to  treat  their 
conditions.  Furthermore,  physicians  are  less  likely  to  recommend  or  prescribe  medical 
nutrition  therapy  because  it  is  not  a  covered  benefit  in  the  vast  majority  of  health  insurance 
plans. 


MEDICAL'  jTRmON  THERAPY  SAVES  MONEY  BY  PREVENTING  SURGERY 
AND  HOSPITALIZATIONS 


THE  MONEY  SAVED  CAN  BE  USED  TO  FUND  THIS  NATION'S  HEALTH  CARE 
SYSTEM 

Our  current  health  care  system  spends  millions  of  dollars  needlessly  because  nutrition 
therapy  is  NOT  routinely  covered  and  provided  when  medically  necessary.  Research  shows 
that  for  every  $1  spent  on  medical  natrition  llierapy  over  $3  are  saved  in  later  medical 
care  costs.  (Note:  This  represents  the  minimnni  savings  from  over  450  actual  case  studies 
collected  by  ADA  members  over  the  past  six  months.  Savings  frequendy  ranged  up  to  $600 
saved  for  every  $1  spent  on  medical  nutrition  therapy.) 

To  achieve  the  savings  in  hospital  and  treatment  costs  which  medical  nutrition  therapy 
offers,  health  coverage  must  ^courage  the  provision  of  these  services  before  complications 
or  disease  progression  occurs.  Medical  nutrition  ther^y  must  be  accessible  to  patients  in: 

•    ambulatory  and  outpatient  treatment  settings; 
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•  home  health  care  treatment  settings; 

•  long  term  care  facilities;  and 

•  inpatient  treatment  settings. 

Providing  comprehensive  nutrition  therapy  coverage  for  all  patients  with  conditions  or 
illnesses  for  which  nutrition  services  are  recommended  would  require  approximately  $638 
million  in  new  spending  for  coverage  of  the  ambulatory  and  outpatient  treatment,  the  setting 
for  which  coverage  is  currently  not  provided.  This  investment  in  outpatient  and  ambulatory 
care  medical  nutrition  therapy  would  prevent  hospitalizations  and  reduce  treatment  for 
disease  progression,  saving  almost  $2  billion  in  health  costs.  (Source:  Report  prepared  by 
George  J.  Nielson,  Technical  Report,  Analysis  of  Costs  Associated  with  Clinical  Nutrition 
Services,Jme  1993.) 

MEDICAL  NUTRITION  THERAPY  IN  HEALTH  CARE  REFORM  LEGISLATION 

ADA  urges  you  to  support  coverage  for  medical  nutrition  therapy  in  the  standard  benefit 
package.  Almost  17  niillion  people  are  treated  each  year  for  conditions  or  diseases  that 
respond  to  medical  nutrition  therapy.  These  individuals  should  be  eligible  for  medical 
nutrition  therapy  upon  the  recommendation  of  their  primary  care  provider  when  medically 
appropriate  and  necessary.  This  coverage  would  produce  net  health  care  cost  savings  by 
preventing  surgeries  and  hospitalizations. 

The  Health  Security  Act  (H.R.  3600),  introduced  at  the  request  of  the  Administration,  marks 
a  major  breakthrough  in  the  recognition  of  the  value  of  nutrition  in  health  care.  The  Health 
Security  Act  includes  several  provisions  related  to  the  standard  benefit  package: 

•  The  Administration's  bill  intends  to  cover  medical  nutrition  therapy  as  a  basic  benefit  in 
"health  professional  services." 

•  Clinical  preventive  services  specifically  include  nutrition  counseling.  This  is  in  line  with 
the  recommendation  of  the  US  Preventive  Services  Task  Force  in  its  Guide  to  Clinical 
Preventive  Services:  An  Assessment  of  the  Effectiveness  of  169  Interventions. 

•  Nutrition  counseling  is  singled  out  as  an  example  of  health  education  and  training  that 
health  plans  are  aUowed  to  cover. 

•  Home  infusion  therapy — ^the  administration  of  drugs  or  nutrients  through  a  tube  or 
intravenously  for  those  unable  to  swallow  or  digest — ^is  covered. 

We  applaud  the  above  proposal  for  its  recognition  of  the  importance  of  medical  nutrition 
service  to  improve  the  health  of  the  nation  and  to  lower  health  care  costs. 

However,  ADA  recognizes  that  several  health  care  reform  proposals  in  addition  to  President 
Clinton's  plan  are  before  this  Subcommittee  for  consideration.  Several  do  not  specify  a 
standard  benefit  package,  and  propose  to  establish  a  national  health  board  outside 
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Congress  to  do  so.  We  want  to  ensure  that  coverage  of  medical  nutrition  therapy  is  not 
ignored  or  forgotten  as  it  has  beea  until  this  point 

If  Congress  decides  to  define  the  standard  benefit  package  in  legislation,  ADA  requests 
inclusion  of  medical  nutrition  therapy  when  medically  necessary  and  appropriate  upon  the 
referral  of  a  primary  care  provider. 

On  the  other  hand,  if  Congress  establishes  a  Health  Care  Standards  Commission  or  other 
form  of  national  health  board  to  recommend  a  benefit  package,  ADA  urges  that  criteria  be 
established  in  health  care  legislation  to  ensure  that  insurance  coverage  will  keep  pace  with 
scientific  medical  advancements  that  offer  cost-effective,  efficacious  treatment  —  criteria  that 
require  coverage  of  treatment  recommended  by  practice  protocols  and  outcomes  research. 
Medical  nutrition  therapy,  which  has  advanced  so  rapidly  over  the  last  decade,  would  then 
have  a  fair  opportunity  to  be  covered  when  medically  appropriate. 


CONCLUSIONS 

Despite  the  overwhehning  evidence  that  professionally  delivered  medical  nutrition  therapy 
results  in  more  cost  effective  and  quality  health  care,  treatment  is  received  by  only  a  portion 
of  the  17  million  patients  per  year  who  are  at  risk.  The  reason  is  that  current  Medicare 
reimbursement  policy — ^which  many  insurers  copy — discourages  its  use. 

A  federal  problem  requires  a  federal  solution. 

It  is  critical  that  any  health  care  legislation  improved  by  Congress  discontinue  the 
discriminatory  treatment  for  medical  nutrition  therapy  in  present  health  insurance  plans. 
ADA  strongly  urges  this  Subcommittee  to  ensure  that  the  final  bill  acknowledges  the 
scientific  advancements  of  medical  nutrition  science  by  providing  coverage  of  medical 
nutrition  therapy,  or  if  the  benefit  package  is  developed  outside  Congress,  by  establishing 
clear  criteria  regarding  its  eligibility  for  coverage. 

We  look  forward  to  working  with  this  Subcommittee  in  the  development  of  important  health 
care  legislation  and  would  be  pleased  to  respond  to  any  questions  you  may  have. 
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Attaphment 

MEDICAL  NUTRITION  THERAPY  IN  DISEASE  TREATMENT 

Based  on  clinical  research  and  experience,  medical  professionals — ^physicians,  dietitians,  and 
nurses — ^identify  specific  nutrition  services  that  may  be  necessary  to  treat  illness  and  injury. 
Nutrition  assessment  and  nutrition  therapy,  the  two  key  components  of  medical  nutrition 
therapy,  involve: 

Assessment  of  the  nutritional  status  of  patients  with  a  condition,  illness  or  injury  that  places 
them  at  high  risk  of  malnutrition.  The  assessment  includes  review  and  analysis  of  medical 
and  diet  history,  blood  chemistry  laboratory  values,  and  anthropometric  measurements  to 
determine  nutritional  status  and  therapeutic  modalities. 

Therapy  ranging  from  diet  modification  to  administration  of  specialized  nutrition  support, 
which  includes  intravenous  medical  nutrition  products  as  determined  necessary  to  manage  a 
condition  or  treat  illness  or  injury.  Components  of  nutrition  therapy  are: 

•  Diet  Modification  and  Counseling:  For  many  patients,  key  components  of  nutrition 
therapy  are  intervention  and  coimseling  leading  to  the  development  of  a  personal  diet 
plan  to  be  followed  to  achieve  nutrition  goals — ^such  as  reduced  blood  sugar  levels, 
reduced  protein  intake,  or  increased  caloric  intake.  For  example,  patients  with  diabetes 
can  often  control  their  blood  sugar  levels  without  medications  or  with  reduced  levels  of 
medication  after  counseling  and  diet  modification  intervention  firom  a  registered  dietitian. 

•  Specialized  Nutrition  Support:  Professional  assessment  may  identify  special  nutrition 
needs  that  must  be  met  by  specialized  nutrient  supplementation  using  medical  foods,  by 
enteral  nutrition  delivered  via  tube,  or  by  parenteral  nutrition  delivered  via  intravenous 
infusion.  For  example: 

— Supplementation  with  medical  foods  would  be  appropriate  for  patients  with  pressure 
ulcers,  chronic  obstructive  pulmonary  disease,  and  muscular  dystrophy;  for  surgical 
patients  with  low  biochemical  values;  and  for  patients  unable  to  digest  adequate  nutrients 
through  food  intake. 

— ^Enteral  nutrition  delivered  via  tube  feedings  would  be  appropriate  for  patients  unable 
to  ingest  or  digest,  such  as  is  the  case  for  some  stroke  victims  and  for  patients  with  head 
or  neck  injuries. 

— ^Parenteral  nutrition  delivered  via  intravenous  infusion  would  be  appropriate  for 
patients  with  severe  bum  injuries — ^where  hydration,  electrolyte  balances,  and  adequate 
caloric  intake  are  vital  to  recovery  and  to  preventing  secondary  infections — ^and  for 
patients  with  gastrointestinal  disorders  that  prevent  normal  absorption  of  nutrients. 


STATEMENT    OF    AMERICAN    GROUP     PSYCHOTHERAPY  ASSOCIATION 

December  6,  1993 

Mr.  Chairman,  the  American  Group  Psychotherapy  Association 
(AGPA)  is  a  national  training  and  standard-setting  society  repre- 
senting thirty  affiliate  regional  organizations  and  over  4000 
professionals,  including  psychiatrists,  psychologists,  and  social 
workers.     We  are  pleased  to  testify  before  your  committee  in  the 
hope  of  contributing  usefully  to  your  deliberations  on  the  inclu- 
sion of  mental  health  care  as  proposed  in  the  PRESIDENT'S  HEALTH 
SECURITY  ACT. 

Based  on  a  compelling  body  of  empirical  evidence,  it  has 
been  established  that  group  psychotherapy,  either  alone  or  in 
combination  with  other  clinically  indicated  treatment  modalities, 
provides  clinically  effective  and  cost-effective  treatment  of  a 
broad  range  of  psychological  problems  and  disorders. 

Before  summarizing  these  findings  the  AGPA  wishes  to  empha- 
size that  it  joins  its  mental  health  colleagues  in  expressing  its 
firm  conviction  that  patients  suffering  from  psychological  disor- 
ders and  problems  require,  and  should  receive,  full  protections 
and  benefits  comparable  to  those  provided  to  the  physically 
afflicted  and  disordered. 

That  group  psychotherapy  enjoys  a  cost-effective  advantage 
over  alternate  psychological  therapies  becomes  self-evident  when 
one  considers  the  following:  1.  it  makes  more  efficient  use  of 
the  skilled  psychotherapist's  time  and  energies,  e.g.,  a  single 
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group  therapist  is  able  simultaneously  to  treat  6-10  patients,  2. 
the  average  fee  charged  each  group  patient  is  substantially 
reduced,  and  3.  the  prorated  direct  and  indirect  costs  to  the 
sponsoring  treatment  center/clinic  are  also  lower. 

Over  the  past  15  years  reviews  of  a  large  number  of  well- 
controlled  studies  have  been  reported,  which  compare  the  relative 
efficacy  of  group  and  individual  therapy  when  skillfully  applied 
to  comparable  patient  samples.    The  favorable  group  therapy  find- 
ings have  been  remarkably  consistent. 

1.  Patients  treated  in  either  group  or  individual  psycho- 
therapy are  significantly  more  benefited  —  statistical- 
ly and  clinically  —  than  are  comparable  patients  in  the 
treatment  control  groups. 

2.  Over  200  comparisons  of  the  relative  effectiveness  of 
outpatient  group  and  individual  therapy  with    adults  and 
adolescents  only  rarely  reveal  the  existence  of  statis- 
tically significant  differences. 

3.  In  those  instances  where  significant  differences  were 
found  between  group  and  individual  therapy  they  prepon- 
derantly favored  group  therapy. 

4.  From  the  point  of  view  of  clinicians  and  clinic  adminis- 
trators there  is  now  ample  evidence  to  justify  giving 
priority  to  the  expanded  use  of  group  psychotherapy. 

5.  The  AGPA,  on  behalf  of  its  uniquely  broad  mental  health 
constituency,  concludes  that  in  terms  of  its  demonstrat- 
ed therapeutic  efficacy  and  cost-effectiveness,  group 
psychotherapy  has  much  to  commend  it  to  psychothera- 
pists, a  broad  spectrum  of  mental  health  patients  and, 
of  course,  to  health  care  legislators  and  third-party 
payers. 
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AMERICAN  OCCUPATIONAL  THERAPY  ASSOCIATION  ^ 
TOTHE 

SUBCOMMTITEE  ON  HEALTH  AND  THE  ENVIRONMENT 
U^.  HOUSE  OF  REPRESENTATIVES 


DECEMBER  8, 1993 


Chainnan  Waxman,  Members  of  the  Committee: 


The  American  Occupational  Therapy  Association  (ACTA)  appreciates  the  opportimity  to 
submit  testimony  to  the  House  Subcommittee  on  Health  and  the  Environment  to  share 
our  views  on  the  proposed  mental  health  care  benefit  package  in  President  Clinton's 
health  care  reform  plan. 

The  AOTA,  established  in  1917,  represents  the  professional  interests  of  47,000 
occupational  therapists,  occupational  ther^  assistants  and  students  of  occupational 
ther^q^y.  As  health  and  rehabilitation  professionals,  our  members  provide  services  to 
those  disabled  by  iUness,  injury  or  psychological  or  developmental  impairment  A 
registered  occupational  thenq)ist  or  a  certified  occupational  therapy  assistant  (COTA) 
must  be  a  graduate  of  an  educational  program  accredited  jointly  by  the  American 
Medical  Association  and  the  American  Occupational  Therapy  Association,  complete 
supervised  field  work  and  pass  a  national  certification  examination.  Course  work  for 
both  therapists  and  assistants  includes  the  biological  sciences  and  psychosocial 
development 

The  profession  of  occupational  therapy  has  its  roots  in  the  field  of  mental  health. 
Occupational  therapists  help  individiuds  with  mental  health  disorders  to  develop  the 
skills  necessary  for  independent,  productive  living.  Particular  enq>hasis  is  given  to 
assisting  the  individual  in  the  transition  fi-om  hospital  to  the  community  and  in  teaching 
ad£^tive  skills  and  coping  strategies  to  help  prevent  rehospitalization.  Occupational 
ther^ists  provide  services  in  acute  psychiatric  admission  units  in  general  hospitals, 
private  psychiatric  hospitals,  state  psychiatric  hospitals,  Veterans  Administration  medical 
centers,  and  crisis  centers.  Included  among  the  commimity-based  mental  health  care 
settings  where  occupational  therapists  are  employed,  or  provide  consultation,  are  partial 
hospitalization  and  day  treatment  programs  as  part  of  outpatient  psychiatric  clinics, 
community  psychiatric  rehabilitation  programs  (also  known  as  psychosocial  rehabilitation 
programs),  commimity  mental  health  centers,  home  health  agencies,  nursing  homes,  and 
group  and  private  homes. 
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We  believe  the  President  deserves  great  credit  for  making  reform  of  the  nation's  health 
care  system  a  centerpiece  of  his  legislative  agenda  and  for  advancing  a  comprehensive 
prop(»al  to  achieve  that  goal  We  applaud  the  Administration's  efforts  to  provide 
universal  insurance  coverage  for  a  comprehensive  range  of  health  benefits.  We  support 
the  recommendations  for  insiirance  industry  reform,  which  would  eliminate  highly 
discriminatory  practices  such  as  pre-existing  condition  exclusions,  a  critically  important 
reform  for  individuals  and  families  who  e;q)erience  chronic  conditions  and  disabilities. 
The  new  initiatives  in  long  term  care  services  and  supports  for  those  with  severe 
disabilities  are  major  steps  toward  addressing  the  needs  of  some  of  the  most  vulnerable 
members  of  our  society. 

The  Presidenf  s  initiative  presents  the  opportunity  to  reform  our  health  care  system  in  a 
comprehensive  manner  to  in^rove  the  availability  of  health  care  to  all  Americans. 
Conq)rehensive  reform  can  enable  us  to  examine  health  care  with  a  wide  lens, 
encompassing  a  view  of  health  which  addresses  the  needs  of  an  individual  to  lead  a  full 
and  productive  life.  It  offers  the  opportunity  to  solidify  gains  made  possible  by  new 
knowledge,  and  to  refine  and  redirect  trends  such  as  managed  care  to  better  meet  the 
health  care  needs  of  Americans.  Our  goals  in  health  reform  must  look  to  larger  issues: 
to  more  effectively  and  productively  use  our  himian  and  financial  resources,  to  enhance 
each  individual's  contribution  to  our  society,  and  to  maintain  the  quality  and 
innovativeness  of  health  care  in  America.  In  maity  respects  the  President's  proposal 
holds  great  promise  to  meet  these  challenges.  However,  a  conq)rehensive  revamping  of 
health  financing  and  delivery  brings  with  it  the  potential  for  unintended  consequences 
and  adverse  effects. 

AOTA  believes  the  President's  proposal  does  not  sufiBciently  meet  the  needs  of 
individuals  with  mental  illness  because  it  incorporates  benefit  limits  that  do  not  mirror 
the  treatment  accorded  physiod  illness  under  tiie  plan.  The  benefit  structure  applies 
stringent  limits  on  alternatives  to  inpatient  care,  particularly  limiting  intensive  non- 
residential treatment,  as  well  as  restricts  who  can  receive  mental  health  care.  We  are 
concerned  that  the  mental  health  benefit  of  the  President's  plan  undermines  a  growing 
effort  in  our  nation  to  treat  individuals  with  mental  health  care  needs  appropriately  and 
to  take  their  needs  seriously.   Waiting  until  the  year  2001  to  provide  mental  health  care 
on  par  with  physical  health  care  interrupts  an  emerging  conq}rehensive  and  flexible 
system  of  mental  health  care  where  the  individual  is  served  in  the  least  restrictive,  often 
more  appropriate  and  less  costly,  alternative  to  traditional  inpatient  care. 
Implementation  of  an  antiquated  system  of  arbitrary  limits  on  mental  health  care  during 
this  interim  period  is,  indeed,  a  step  backwards  from  this  changing  system,  and  serves  to 
perpetuate  inaccurate  assun^>tions  and  stigmatization  toward  mental  health  problems. 

Testimony  submitted  to  the  Committee  by  a  mental  health  coalition  of  38  organizations, 
including  AOTA,  points  out  defects  of  the  interim  benefit  plan  as  well  as  other 
shortcomings  in  the  mental  health  benefit  It  is  ironic  that  the  President's  plan 
represents  a  mental  health  benefit  package  that  is  less  than  the  average  plan  now  offered 
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by  mai^  health  insurance  plans.  We  would  specifically  like  to  address  our  comments  to 
the  seriousness  of  short-changing  the  availability  of  alternative  services  to  iiq>atient  care, 
and  to  the  importance  and  cost  effectiveness  of  providing  a  full  range  of  services. 

THE  BENEFIT  MUST  INDIVIDUALIZE  CARE  AND  CONTINUE  ALTERNATIVES 

Over  the  past  20  years,  the  range  of  intensive  nonresidential  services  -  partial 
hospitalization,  day  treatment,  psychiatric  rehabilitation,  community  mental  health  care 
programs,  home-based  care,  etc.  -  have  become  an  integral  part  of  our  nation's  mental 
health  care  system.  Alternatives  to  ii^)atient  care  emerged  primarily  for  three  reasons: 
as  part  of  a  movement  to  find  more  effective  alternatives  to  ii^tient  acute  and 
residential  care,  as  a  means  to  control  high  utilization  rates  of  emergency  rooms  and 
repeated  hospitalizations,  and  in  response  to  low  functioning  c£q)abilities  of  individual 
with  mental  illness.  These  services  are  now  recognized  as  an  important  component  of 
the  mental  health  care  delivery  system  as  both  more  appropriate  alternatives  to  inpatient 
care  and  as  transition  services  for  a  hospitalized  patient  Stephen  White,  vice  president 
of  Charter  Medical  Corp.,  in  recognizing  that  hospitalization  may  no  longer  be  the  only 
appropriate  treatment,  says  that  '*(p)sychiatric  care  should  be  matched  to  the  specific 
needs  of  each  patient,...and  recognize  that  a  con^rehensive  mental  health  provider  has 
to  offer  an  array  of  services..."  (Special  Report,  Business  and  Health.  Tsychiatric  Care 
Delivery  is  Improving"). 

An  important  part,  and  in  some  cases,  the  most  important  part,  of  an  individual's  mental 
health  care  treatment  is  help  with  coping  and  functioning  in  society.  Pharmacological 
treatment  alone  is  not  sufBcient  Occupational  therapists  work  with  behaviors  that 
interfere  with  an  individuals  functional  independence.  Without  this  assistance, 
individuals  often  inappropriately  end  up  back  in  the  hospital.  The  National  Institute  of 
Mental  Health  (NIMH)  reports  much  lower  recidivism  rates  when  a  combined  set  of 
outpatient  services  are  provided  to  the  individual  (Health  Care  Reform  for  Americans 
with  Severe  Mental  Illness:  Report  of  the  National  Advisory  Mental  Health  Council, 
Rockville,  Maryland:  National  Institute  of  Mental  Health,  1993). 

Intensive  non-residential  services  are  designed  specifically  to  help  the  individual  with  a 
mental  illness  learn  to  manage  the  symptoms  of  the  illness  in  a  normal  setting.  One  of 
the  cognitive  disabilities  often  seen  in  an  individual  with  a  severe  mental  illness  is 
difficulty  in  generalizing  learning  from  one  situation  to  another.  The  functional 
limitations  frequently  seen  in  an  individual  with  a  mental  illness  may  include  deficits  in 
daily  living,  in^)aired  social  interactions,  ineffective  problem  solving,  a  diminished  ability 
to  maintain  relationships,  and  a  marked  impairment  in  role  functioning.  Assessment  and 
interventions  provided  by  an  occupational  ther^ist  in  these  settings  address  the 
underlying  factors  (performance  components)  that  contribute  to  or  interfere  with  desired 
functional  outcomes  in  the  areas  of  sensory  motor  skills,  cognitive  skills  and  psychosocial 
skills.  A  client  with  schizophrenia  may  have  cognitive  deficits  that  interfere  with  his  or 
her  ability  to  organize,  sequence  through  the  steps  of  an  activity,  and  problem  solve 
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difficulties  encountered.  The  occupational  therapist  would  assess  both  the  client  and  the 
home  or  work  environment  to  determine  what  was  interfering  with  the  client's  ability  to 
cany  out  activities  safefy  and  would  provide  an  intervention  of  environmental  supports  or 
conq>ensato]y  skills  necessary  to  safely  and  competently  perform  the  needed  activity. 

As  the  38-member  mental  health  coalition  reported  in  their  testimony,  despite  the  fact 
that  intensive  non-residential  care  has  become  an  important  conq>onent  of  mental  health 
care  in  rehabilitating  individuals  with  serious  mental  illness,  the  President's  health  care 
plan  makes  the  first  60  days  of  these  services  available  in  the  interim  plan  only  as  a 
trade  off  to  inpatient  care.  Consequently  individuals  are  forced  to  relinquish  their 
inpatient  safety  net  to  utilize  community-based  intensive  care.  This  places  an  undue; 
burden  on  the  individual  and  actually  gives  the  individual  no  real  choice  at  all  to  choose 
clinically  q>propriate  care. 

To  use  the  second  sixty  days,  an  individual  must  pay  both  a  one-day  deductible  and  50% 
copayment  Even  in  the  low  copay  plans,  using  the  60  days  will  cost  4ie  individual 
$1500,  none  of  which  counts  toward  the  out-of-pocket  limit 

As  the  mental  health  coalition  reports,  the  combination  of  trade-ofEs  and  high  co- 
payment  requirements  negates  the  value  of  this  innovative  approach  as  an  alternative  to 
high  cost  inpatient  care  as  a  means  of  serving  the  individual  in  the  least  restrictive 
environment  AOTA  Joins  the  mental  health  coalition  in  urging  the  restoration  of 
intensive  nonresidential  care  to  an  independent  benefit,  not  requiring  a  trade-off  or 
oppressive  copayments. 

CLINICAL  AND  COST-EFFECTIVENESS  OF  ALTERNATIVE  CARE  RECOGNIZED 

The  NIMH  research  reveals  that  most  mental  disorders  can  be  appropriately  treated 
without  hospitalization.  Intensive  non-residential  care  such  as  partial  hospitalization  and 
psychiatric  rehabilitation  has  significantly  reduced  hospitalization  and  improved  an 
individual's  level  of  functioning  and  quality  of  life.  NIMH  reports  on  studies  that  show 
these  treatments  have  been  successful  with  patients  with  manic  depression, 
schizophrenia,  and  anxiety  disorders  (NIMH,  1993). 

Evidence  of  these  successes  is  the  fact  that  both  self-insured  health  care  plans  and 
private  psychiatric  hospitals  have  changed  their  mental  health  benefits  plan  to  offer 
alternatives  to  inpatient  care.  A  review  of  the  private  psychiatric  hospitals  who  are 
members  of  the  National  Association  of  Psychiatric  Health  Systems  (NAPHS) 
demonstrates  these  changes  in  the  mental  health  care  deliveiy  system.  The  number  of 
NAPHS  psychiatric  hospitals  offering  alternatives  to  inpatient  care  have  steadily 
increased  and  the  number  of  new  patients  entering  partial  care  programs  jimiped  from 
approximately  172,000  in  1980  to  293,000  in  1988.  Data  fi-om  a  1992  survey  on  the  past 
three-years  of  activities  of  these  hospitals  showed  79%  of  the  private  psychiatric  hospitals 
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offered  occupational  therapy  services  as  part  of  their  care  (Special  Report,  Business 
HealthV 

Outcomes  research  collected  by  the  International  Association  of  Psychosocial 
Rehabilitation  Services  (lAPSRS)  includes  a  review  of  35  studies  by  Dion  and  Anthony 
(1987)  showing  that  psychiatric  rehabilitation  interventions  reduced  hospital  recidivism 
and  positively  affected  employment,  skill  development,  client  satisfaction,  and  the 
amoimt  of  time  spent  in  the  community.  Additionally,  they  found  many  studies  showing 
the  reduction  of  hospital  utilization  as  a  result  of  psychiatric  rehabilitation  and  case 
management  services  (Bond  et  al,  1984;  Bond,  1988;  Dincin  and  Witheridge,  1982; 
Fairweather  and  Fergus,  1988;  Hammaker,  1983). 

Klyczek  and  Mann  (1986)  found  that  clients  with  schizophrenia  receiving  primarily 
activity  therapy  -  as  opposed  to  verbal  therapy  that  focuses  on  less  tangible  change  such 
as  insight  -  achieved  a  much  greater  reduction  in  symptomatology,  and  this 
symptomatology  translates  into  increased  levels  of  independent  functioning  in  conmiunity 
living  skills.  These  clients  were  also  hospitalized  for  shorter  periods  of  time  than  clients 
receiving  primarily  verbal  therapy. 

In  addition  to  clinical  effectiveness,  lAPSRS  also  reviewed  studies  regarding  the  cost 
effectiveness  of  alternative  care.  Cost  savings  were  evident  by  lower  hospitalization 
rates,  reduced  utilization  of  community  treatment  by  the  individual  over  time,  and 
increased  employment  In  studies  regarding  schizophrenia,  Goldberg  (1991)  found 
community  care  was  more  cost  effective  than  hospital  care. 

Mental  health  care  is  relatively  inexpensive  compared  to  other  health  care  services. 
Mental  health  care  costs  have  remained  relatively  constant  over  the  past  15  years, 
making  up  approximately  10%  of  total  health  care  treatment  (NIMH,  1993).  The  cost  to 
society  of  not  providing  an  adequate  mental  health  benefit  will  be  much  higher  in 
unemployment,  welfare,  homelessness,  etc.  Individuals  with  untreated  mental  illness 
consume  almost  twice  as  much  medical  care  as  the  average  individual.  (Bonis,  et.  al., 
1985.) 

MANAGED  CARE 

The  mental  health  commimity  has  had  experience  with  both  good  and  bad  managed  care 
practices.  AOTA  supports  good  managed  care  practices  as  an  alternative  to  arbitrary 
and  discriminatory  limits  on  mental  health  care.  A  1992  Hay/Huggins  (a  Washington- 
based  actuarial  firm)  report  on  psychiatric  benefits,  managed  care  organizations  have 
claimed  savings  between  15%  and  40%  due  to  alternative  care,  compared  with 
traditional  approaches  (Special  Report,  Business  and  Health).  Strong  quality  assurance 
mechanisms,  developed  by  a  comprehensive  range  of  health  profession^  as  well  as 
strong  grievance  procedures,  is  critical  to  ensuring  quality  care  while  attempting  to 
contain  costs. 
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AOTA  has  endorsed  the  managed  care  safeguards  articulated  hy  the  Consortium  for 
Citizens  with  Disabilities  (CCD)  Health  Task  Force,  a  copy  of  which  is  attached  for  the 
Committee's  review.  Specifically,  these  recommendations  address  problems  such  as 
financial  incentives  used  to  restrict  access,  the  lack  of  an  array  of  conq>rehensive  services 
needed,  the  lack  of  quality  assurance  mechanisms  and  effective  grievance  policies  to 
ensure  access  to  s4>propriate  care;  and  the  lack  of  ejq>ertise  and  training  on  the  part  of 
gatekeepers  to  determine  the  needs  of  individuals,  particularly  the  specialized  mental 
health  and  disability  needs  of  individuals,  and  access  to  specialists  and  specialty  care. 

Creating  a  gatekeeping  process  that  can  ensure  individuals  have  access  to  appropriate 
care,  whether  it  be  mental  health  or  other  specialty  care,  must  recognize  a  single 
gatekeeper's  limited  expertise  in  these  specialty  areas.  Nfanaged  care  plans  should  not 
be  permitted  to  arbitrarily  select  one  health  discipline  to  be  the  gatekeeper  for  all 
individuals,  and  in  effect,  control  and  possibly  limit  the  range  of  services  available. 
Information  of  health  and  mental  health  needs  of  individuals,  as  well  as  information  on 
current  and  ^propriate  practices,  must  be  sought  fi'om  a  variety  of  sources,  including  the 
health  professional  whose  service  is  under  review.  A  multidisciplinaiy  team  approach 
can  be  required  where  a  combination  of  opinions  are  solicited,  including  the  opinion  of  a 
specialist  licensed  and  trained  specifically  to  provide  the  service  being  evaluated. 

AOTA  hopes  that  the  Committee  and  the  U.S.  House  of  Representatives  will  support  a 
comprehensive  ^tem  of  mental  health  care  subject  to  the  same  cost  containment 
strategies  as  physical  health  care.  We  urge  you  to  consider  the  research  base  which 
supports  the  need  and  cost  effectiveness  of  intensive  non-residential  care,  particularly  as 
appropriate  alternatives  to  inpatient  care. 

We  look  forward  to  working  with  you  to  develop  a  responsible  mental  health  care  plan 
for  health  care  reform. 
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Consortium  for 
Citizens  with 
Disabilities 


THE  CONSORTIUM  FOR  CmZENS  WTTH  DISAHUTIES  HEALTH  TASK  FORCE 

FROBLBMS  AND  SAFEGUARDS  FOR 
FCOFlf  WITH  OlSAeaiTIES  IN  MANAOED  CARE 

TIM  CCD  HMlth  Taik  Fere*  'PrindplM  for  HmWi  Care  Reform  from  a  Oltabilty  Ferspectivt'  w*re 
eexeleped  to  asaeec  the  abilliy  of  various  meier  heaMt  care  reform  measures  to  meet  the  needs  of  peopi*  with 
dlnbiWsi.  Since  meny  reform  propesels  utilise  some  form  of  menaeed  care,  the  CCD  has  sppiied  these  principits 
and  idemifled  a  number  of  meior  problems  in  managed  care  systems. 

This  document  identMee  theee  problems  aitd  makes  recommendations  to  improve  the  abilitv  of  managed 
care  systeme  to  better  meet  the  needs  of  people  with  disabiiitiee.  The  CCD  believes  thet  it  is  critical  for  health  cart 
poiev  mslcers  to  recogniie  that  there  are  at  least  43  miWon  Americens  with  disabWties  and  a  laroe  numbar  of 
ethers  with  speeisi  health  care  needs.  This  includes  individuals  of  aN  ages  with  physical  and  mental  Impairmanu. 
cor>ditions  or  disorders,  that  are  severs,  scute,  or  chronic  and  Omit  or  Impede  their  abiliTy  to  function. 

I.  Managed  cere  systsms  eftsn  Include  firtencisi  Incentives  to  restrict  access,  limit  or  deny  care,  or  provide 
poor  ouelity  care.  This  is  especieiy  detrimental  to  children  and  adults  with  disebiBties  end  those  with  special 
health  cere  needs. 

A.  Capitated  martaged  care  systems  must  have  the  flexibiCty  necessery  to  permit  primary  care 
physidans  to  refer  pertidpams  with  disabilities  to  specteltett  without  being  finencially  penalized 

B.  Primary  care  phyticiane  in  managed  care  plans  must  be  adequately  compensated  and  not  placed  at 
nerowiava  nnanaei  nas. 

C.  Methods  for  ensuring  the  financial  solvency  of  managed  care  entities,  particularly  capitation  mooeis. 
must  be  cooaidared.  Theao  may  include  financial  solvency  requirements  for  HMOs,  mandatory 
reinsurence.  stM*  reinsurance  for  Medicsid  martaged  care  programs,  siop-toss  coveragt.  and 
mandnory  f  spitiBntfow  requirements. 

II.  Managed  caf*  tvmtm  efnn  do  nett  include  the  array  of  eomprehenaive  heelth  related  services  neaotd  py 
cnooren  ena  hurb  wm  aHaBeniea< 

A.  Managed  care  programs  muiR  offer  a  eempreheneive  berteflts  poekage  that  meeu  the  ntads  of 
peepia  wtth  diiatBdai  and  special  health  cars  needs.  This  includes  such  basic  bencf  tt  ai 
prascriptien  drugs,  reftebiHatien  services,  dursble  medicel  equlpmem.  such  es  wriaticha<rt  ard 

B.  Managed  care  programe  must  not  include  disincenthMS.  finandat  or  otherwise,  to  the  prov  s  on  ot 
servicee  in  home  sr*d  eommunity>based  settings  when  appropnata. 

C.  Specific  eervices  should  be  provided  not  only  to  treat  acuta  artd  chronic  conditions  but  «<is  o 
promote  artd  maintain  heahh  aitd  optimum  functioning  and  prevent  deterioration  and  secs'-^a'v 
compiieationa. 
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Manae*d  ear*  tystams  ofttn  hav*  limitsd  •sptriene*  in  providino  comBrehcnstve  services  to  chiiorsn  and 
adults  with  disabilitits  bacaus*  of  a  systemic  emphasis  on  primary  care.  This  leads  to  limited  access  lo 
needed  apeciallzad  aarvicM.  datoys  in  services,  and  a  lade  of  continuity  of  care  needed  by  children  and 
edultt  vtfiTh  diaabiGtiM. 

A.  Manaobd  tan  avnams  muai  offer  poopio  vvith  dlaablGiiM  and  apodal  hoatth  cara  noeda  the  option 
of  havins  •  loaclaiii  m  tftair  'eataiMopv'  in  th«  syram.  TMs  spwiaiiat  wo«jid  provide  both 
n«e«sa«y  ipaaaBwd  ear*  («  the  tpoetafizod  rata)  and  primary  ear*  (at  iha  lewar  primary  care 

B.  Managed  ear*  entiti**  muci  hav*  apeeifle  Hmits  on  waiting  dmea  for  firat  appointments  and  for 
apaetalfty  referral*.  To  aaaur*  oeegraphic  aeeassibiGty  of  a*rvie*s.  th*r*  muat  aiae  be  established 

I  on  travel  time*  and  ^stances  to  both  primary  a 


C.  Maitao*d  car*  systama  must  b*  stnictur*d  to  onsur*  continu*d.  appropriate  aeeeaa  to  health  and 
healttwelated  aervieee  for  cMdren  end  aduitt  with  dlaabiOtiee. 

Manao«d  care  aystams  lack  adequete  quaity  assurance  meehaniema.  n  wel  aa  affective  grievance  policies 
and  preeedurea  dteignad  to  eneur*  aceeaa  ie  apprepriete  heelth  eerviees. 

A.  Managed  care  systems  must  provide  participants  with  dear  infermetion  on  poOcles.  procedures,  and 
grievance  meehenisms  end  must  ensure  consumer  perddpatien  in  the  establishment  of  such 
preeedurea.  All  reviews  muai  be  conducted  in  e  timeiy  menner.  An  independent  ombudsman 
pregrem  aheuld  be  required. 

B.  Managed  care  systems  should  b«  r*quir*d  to  provide  health  care  service  in  aeeerdanc*  with 
netionaMy  aeeeptad  preverttien  and  treatment  protocols,  e.g.  protocols  for  prenatal  esre.  weihbaby 
csf9«       cHfltfliood  Mvnunisfltiofi  sctMdutes* 

C.  Managed  care  aystems  must  have  in  place  timely  preceduraa  for  obtaining  independent  second 
opiniefw  when  covered  benefits  are  denied  for  any  reaaon,  including  a  judgement  that  they  are  not 
'medically  necessary'  or  when  a  consumer  challeriges  the  appropriateness  of  a  proposed  treatment. 
These  second  opinions  must  be  eonsidved  in  any  grievance  review. 

0.       Managed  car*  syatama  must  indude  the  option  to  disenroll  for  these  participants  who  are  not 


E.  Managed  care  programa  must  hav*  strict  quality  asswane*  previsions  that  require  internal  and 
external  audita  by  independent  easessors  and  the  resuto  of  theee  audits  should  be  available  to 
consumers  to  assist  ttam  in  choosing  a  managed  ear*  program.  Outeom*  r*vi*ws  should  be  a 
compoftut  of  tf>ia  prooaa. 

F.  Addidefui  protaciiena  which  muat  be  induded  are  aatiafaetion  surveys  of  enroHees  and  disenroiiccs. 
indudins  currant  and  fonnar  providers. 


For  additienal  inforniMlefi  eonaet:  Co*Chairs  of  the  CCD  Heelth  Task  Force 

Sob  Griss.  United  Cetabfal  May  Aasodariens.  (202)  842-1266:  Kathy  McGinlay.  The  Are.  (202)  785-3388:  Janet 
O  Keeffe.  American  Paycholflolcii  AaseeiMien.  (202)  336-5934:  BO  Schmidt,  EpOaeay  Foundation  of  America. 
(301)  4S9-3700:  Steve  ^MUn^JUaaaem  Speech.  Languege.  and  Hearing  Aaaodatien,  (301)  897-5700. 
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INTRODUCTION 

The  American  Physical  Therapy  Association  (APTA),  the  national  association  representing 
over  60,000  physical  therspsts,  physical  ttier^st  assistants,  and  students  of  {Aysical  therapy 
submits  the  following  testimony  relative  to  national  health  care  reform  and  the  benefits 
package. 

niysical  ther^ists  are  an  integral  part  of  the  health  care  tdelivery  system.  Physical  therapists 
help  900,000  individuals  daily  to  restore  health  and  alleviate  pain.  Working  with  people  of 
aU  ages,  i^iysical  ther^ists  treat  children  in  public  schools  who  are  disabled  or  need  special 
attention,  senior  citizens  in  nursing  homes  suffering  from  arthritis  or  hip  injury,  patients  in 
hospitals,  athletes  recovering  from  injury,  employees  of  industrial  plants  injured  at  the  work 
place,  infants  bom  of  cocaine-addicted  mothers  and  veterans  coping  with  an  amputated  leg  or 
paralysis.  The  benefits  of  rehabilitation  and  physical  ther^y  services  are  well  documented 
and  services  are  covered  in  nearly  all  federal,  state  and  private  insurance  plans.  Physical 
ther^y  services  are  among  the  most  cost  effective  health  services  because  a  limited  course  of 
physical  therapy  often  shortens  a  hospital  stay,  prevents  future  injury,  and  improves  health 
outcomes.  Today's  physical  therapy  iH'ofession  serves  a  dynamic,  comprehensive  health  care 
role  in  improving  and  maintaining  the  quality  of  life  for  millions  of  Americans. 


Tbe  APTA  shares  the  desire  of  the  American  public,  political  leaders  and  other  health  care 
providers  to  make  quality  health  services  more  accessible  and  affordable  for  all  Americans. 
APTA  appreciates  your  continued  dedication  to  the  well-being  of  the  many  Americans  who 
require  physical  \hexapy  services.  Thank  you  for  the  opportunity  to  provide  this  testimony  and 
to  show  our  willingness  to  work  with  you  to  achieve  our  mutual  objectives. 
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A  key  element  to  the  success  of  health  care  reform  is  a  comprehensive  benefits  package  which  provides 
consimiers  with  incentives  to  prevent  injury  and  illness  and  which  provides  security  should  these  events 
occur. 

According  to  the  National  Institute  on  Disability  and  Rehabilitation  Research,  Digest  of  Data  on  Persons  with 
Disabilities:  1992.  an  estimated  40  million  Americans  live  with  some  form  of  disability.  Total  direct  costs, 
including  health  care  expenditures,  loss  of  productivity  in  the  work  force,  and  loss  of  wage-earning  ability 
among  other  household  members,  are  estimated  at  6S%  of  the  GNP. 

According  to  the  U.S.  Administration  on  Aging,  there  currently  are  nearly  six  million  noninstitutionalized 
people  over  65  who  have  physical  impairments.  With  die  aging  of  the  population,  the  proportion  of  people 
at  risk  for  disability  will  continue  to  climb. 

The  number  of  individuals  with  disabilities  and  tbe  economic  impact  of  their  health  problems  will  increase  if 
appropriate  prevention  and  rehabilitation  programs  are  not  introduced.  Many  primary  and  secondary 
disabilities  are  preventable  and  fdiysical  dier^y  already  plays  a  critical  role  in  reducing  disability  through 
prevention  programs.  For  example,  an  estimated  5.2  million  Americans  are  disabled  by  low  back  pain;  half 
of  these  individuals  are  chronically  disabled.  Low  back  pain  is  the  most  conunon  cause  of  disabiUty  among 
the  population  under  age  45  years  and  the  third  most  important  cause  in  the  population  over  45  years  of  age. 
Hie  majority  of  back  injuries  are  job  related  among  the  woridng  population.  In  1986,  tiie  annual  cost  of 
compensable  back  pain  was  estimated  at  $11.6  billion.  Physical  therapy  is  widely  viewed  as  the  most  cost 
effective  and  best  type  of  care  for  preventing  and  alleviating  the  effects  of  low  back  pain. 

The  cost  effectiveness  of  idiyacal  fberapy  programs  which  prevent  disability  in  the  work  site  is  well 
documented.  According  to  the  Washington  Business  Group  on  health,  [diysical  therapist  intervention  resulted 
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in  the  following  savings  for  some  major  corporate  employers: 

Coors  $604,000  total  net  savings; 

Potomac  Electric....$500,000  yearly; 

Lockheed  $105,000  yearly; 

Westmoreland  Coal...$  53,130  yearly;  and 
Mississippi  Power...$  45,000  yearly. 

Physical  therapy  services  are  among  the  most  cost  effective  health  services  because  a  limited  course  of 
physical  ther^y  often  shortens  a  hospital  stay,  prevents  future  injury,  and  improves  health  outcomes.  A  few 
examples  drawn  from  current  scientific  literature  support  this  assertion: 

•Mackenzie  and  others  note  that  the  use  of  chest  physical  therapy  techniques  reversed/prevented 
alveolar  coll£^  and  pneumonia  for  designated  post-operative  patients  at  risk  for  such.' 

•In  a  randomized  controlled  trial  of  physical  therapy  provided  for  post-operative  pulmonary 
compUcations,  Morran  and  others  state:  "Routine  prophylactic  postoperative  chest  physical  therapy 
decreased  significantly  the  frequency  of  chest  infection."^ 

•Hayes  has  identified  that  the  early  use  of  physical  ther^y  with  stroke  patients  (within  72  hours  of 
onset)  increased  overall  function  including  mobility  and  decreased  the  need  for  future 


'Mackenzie  CF.  Shin  B,  McAsken  TC.  Chest  Physioflierapy:  The  effect  on  Arterial  Oxygenation.  Anesdi  Analg  57:  28-30, 
1978. 

^Mairan  CG.  Finlay  IG,  Mathieson  M,  McKay  AJ,  Wilson  N,  McArdle  CS:  Randomized  Controlled  Trial  of  Physiotherapy  for 
Post-operative  Pulmonary  Complications.  BR  J  Anaesth  55:  1113-1117,  1983. 
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hospitalization.^ 

•Rutherford,  while  noting  that  "ostef^xxosis  is  cunenfly  the  major  cause  of  bone  fractures  in  post 
menopausal  women  and  older  pe(^le  and  is  associated  with  a  high  personal  and  medical  cost,"  found 
that  exercise  condition,  a  i^ysical  (besapy  procedure,  {xevents  or  reverses  the  effects  of  their 
debilitation  condition  and  thus  contributes  significantly  to  the  reduction  of  falls  in  this  particular 
population/ 

•Ryden  and  others  report  on  a  ho^tal-based  i^iysical  therapy  back  care  program  that  resulted  in  a 
one-year  $200,000  decrease  in  back  care  costs  and  a  reduction  of  incidents  per  thousand  employees 
from  31  to  15.* 

•A  retrospective  audit  of  patients  post-myocardial  infarction  in  Great  Britain  showed  that  patients 
who  underwent  cardiac  rdiabiUtation,  induding  {diysical  then^y  procedures  such  as  exercise 
conditioning  and  education,  ^nt  less  ttiat  half  ttie  amount  of  time  in  a  hospital  as  a  result  of 
readmissions  than  did  patients  \vbo  lecdved  only  routine  care.' 

As  a  supplement  to  these  examples,  the  AFTA  has  a  bibliogr^y  of  articles  that  address  the  effectiveness  of 


^ayes  SH.  Canoll  SR.  Eaily  Interveotion  Care  in  the  Acute  Stroke  Patioit  Arch  Phys  Med  Rehab,  67:  319-321,  1986. 

Rutherford  Om.  The  Role  of  Exercise  in  Prevention  of  Osteoporosis.  Physiotber^y,  76:  S22-52S,  1990. 

Ryden  L  Alicia.  PT,  MPH,  et  aL  Benefite  of  a  Back  and  Loght  Duty  Health  Promotion  Program  In  a  Hospital  Setting.  Journal 
of  Community  Health,  Vol  13,  No.  4,  Winter,  1988. 

Rehl  P.  A  Retospective  Look  at  the  EffecU  of  Caniiac  Rehabilitation  -  Post  Myocardial  In^tion.  Physiotherapy  77,  77-80, 
1991. 
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I^ysical  Hherzpy  intervention  aaoss  a  spectrum  of  conditions  and  as  a  means  of  preventing  initial  trauma,  or 
deterioration  or  reoccurrence  following  an  initial  trauma.  Please  contact  die  government  a^airs  department 
for  more  information. 

The  APTA  believes  that  based  on  the  experiences  of  major  en^loyers  and  insure,  it  is  possible  to  define 
affordable  limits  on  a  package  of  preventive  physical  ther^y  services  that  will  save  many  times  the  cost  of 
such  services. 

MAKE  UP  OF  PHYSICAL  THERAPY  BENEFITS  IN  THE  CORE  BENEFITS  PACKAGE 

When  fully  developed,  any  basic  benefits  package  should  cover: 

•Tbe  diagnosis,  treatment,  and  preventive  services  provided  by  i^ysical  therapists  in  bofli  inpatient 
settings  (hospitals,  skilled  nursing  facilities,  and  through  home  healfli  agencies)  and  outpatient 
settings  ({Aysical  ther^nsts'  offices,  patients'  homes,  rehabilitation  agencies,  conqrrehensive 
outpatient  rehabilitation  facilities,  hospital  outpatients  departments,  and  nursing  homes). 

Arbitrary  caps  and  limits  on  care  should  be  avoided  in  the  development  of  a  package.  Such  limits 
on  i^ysical  ther^y  services  harm  members  of  society  who  greatly  need  our  care.  Once  an 
individual  who  suffers  from  a  stroke,  head  injury  or  other  extensive  disability  readies  an  artificial 
cap,  that  person  is  sent  back  into  the  ranks  of  the  uninsured  because  they  do  not  carry  insurance  to 
meet  ttieir  medical  needs.  Ralher,  care  should  be  based  on  medical  necessity  with  review  for  the 
effectiveness  of  therapy,  as  is  currently  done  in  most  settings  under  the  Medicare  program. 

•Assistive  tedmology  and  devices  to  allow  individuals  to  live  fimctional,  independent  lives. 
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Examples  of  equipment  include  canes,  walkers,  wheelchairs,  and  prosthetic  and  orthotic  devices. 

•Prevention  and  wellness  programs  jHovided  by  {diysical  therj^ists,  including  but  not  limited  to: 

1)  prenatal  instruction  for  posture  alignment  and  strengthening; 

2)  weightbearing  and  safe  conditioning  exercise  programs  for  the  prevention  of 
osteoporosis; 

3)  industrial  disability  programs  to  prevent  job  related  disabilities  including 
repetitive  motion  injuries  for  assembly  line  workers; 

4)  cardiac  and  pulmonary  disease  wellness  and  rehabilitation  programs; 

5)  high-risk  infant  and  young  child  screenings;  and 

6)  school  based  scoliosis  screenings.  Hiysical  tiierapists  teadi  prevention  and 
wellness  in  many  settings  including:  private  offices,  the  worksite,  retirement  centers, 
schools,  and  group  homes. 

PRESIDENT  CLINTON'S  BENEFITS  PACKAGE 

President  Clinton's  health  care  plan  identifies  a  broad  package  of  basic  guaranteed  benefits;  however,  there 
are  several  areas  which  must  be  refined.  For  example,  the  area  of  care  for  chronic  or  congenital  conditions 
does  not  appear  to  be  adequately  addressed.  While  coverage  is  stressed  for  conditions  arising  out  of  illness 
or  injuries,  there  are  life-long  diseases,  sudi  as  cystic  fibrosis,  whidi  can  have  decreased  morbidity  or 
mortality  with  the  appropriate  interventions.  We  urge  that  these  conditions  be  covered  as  well. 

Similarly,  ttie  President's  plan  would  continue  coverage  so  long  as  recovery  is  documented.  Important  as 
this  is,  it  fails  to  recognize  the  value  of  maintaining  patients  who  have  plateaued  at  a  maximum  level  of 
fijnctioa  If  these  patients  are  denied  access  to  continuing  care,  tbey  revert  to  a  condition  wbsre  acute  and 
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more  costly  interventions  are  required 

Preventive  services  in  general  are  less  tiian  adequately  delineated.  De^ite  a  well-defined  package  of  clinical 
preventive  services,  the  plan  does  not  focus  on  preventive  approaches  to  musculo-skeletal  conditions 
determined  flirough  such  procedures  as  scoliosis  screening  or  posture  evaluations.  Nor  does  the  plan  identify 
the  cardiac  and  pulmonary  preventive  care  provided  by  0iysical  therapists  and  others  Oirough  exercise 
training/conditioning  and  consumer  education.  Preventive  care  must  be  en^hasized  much  more  strongly. 

CURRENT  DELIVERY  OF  PHYSICAL  THERAPY  SERVICES 

Services  of  physical  therapists  should  be  a  key  component  of  any  health  care  reform  package  for  the 
following  reasons: 

1)  PHYSICAL  THERAPISTS  ARE  A  KEY  COMPONENT  OF  THE  HEALTH  CARE  DELIVERY 
SYSTEM  PROVIDING  SERVICES  TO  A  WIDE  RANGE  OF  PATIENTS  IN  A  MULTITUDE  OF 
SETTINGS 

Physical  then^ists'  education  and  clinical  experience  uniquely  prepare  them  to  manage  care  related  to 
functional  imiwovement,  to  relieve  pain,  and  to  prevent  the  onset  of  disease  and  functional  disability 
Hirough  evaluation,  diagnosis  and  individualized  treatment  programs,  i^ysical  ther^ists  both  treat  existing 
problems  and  provide  preventive  health  care  for  people  with  a  variety  of  needs. 

Physical  ther!4>ist  care,  provided  at  ttie  acute,  rehabilitative  or  preventive  stages,  strives  to  achieve  increased 
functional  independence  and  decreased  functional  impairment  Hirough  timely  and  approfKlate  intervention, 
the  physical  tbenpst  frequently  reduces  the  need  for  costlier  forms  of  care  such  as  surgery,  as  well  as 
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shortens  the  length  of  institutional  stays.  Hiysical  therapist  preventive  care  forestalls  or  prevents  the 
development  of  functional  deterioration  and  the  need  for  more  intense  care  tiirough  hospitalization  or 
extended  care  facilities. 

2)  PHYSICAL  THERAPY  SERVICES  ARE  COMPREHENSIVELY  COVERED  IN  PUBLIC  AND 
PRIVATE  PROGRAMS 

Both  inpatient  and  outpatient  physical  therapy  services  are  covered  in  almost  all  Federal  and  State  as  well 
as  private  insurance  plans. 

Physical  therapists  are  an  integral  part  of  the  health  care  delivery  system.  In  addition  to  covering  diagnostic 
and  treatment  services  of  a  physical  therapist  and  the  assistive  technology  and  devices  our  patients  require  to 
live  functional,  independent  hves,  we  beUeve  that  the  preventive  services  of  physical  therapists  should  also 
be  included  in  a  basic  benefits  package.  Together,  these  benefits  will  greatly  assist  in  the  creation  of  a 
healthier  and  a  more  secure  society. 

We  commend  you  for  holding  this  hearing  and  look  forward  to  working  witti  the  Subcommittee  on  reforming 
our  health  care  system. 
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Testimony 


of 


The  American  Psychologic^  Association 

Chairman  Waxman  and  distinguished  Members  of  the  subcommittee,  the  American  Psychological 
Association,  the  largest  membership  association  of  psychologists  with  more  than  118,000 
members  engaged  in  the  study,  research,  and  the  practice  of  psychology,  greatly  appreciates  the 
opportunity  to  submit  this  testimony  to  the  Subcommittee  on  Health  and  the  Environment  for  the 
record. 

The  APA  thanks  Chairman  Waxman  for  his  many  years  of  leadership  in  addressing  our  nation's 
health  care  crisis,  and  we  are  grateful  for  the  heroic  efforts  that  Members  of  this  subcommittee 
have  taken  to  see  that  the  mentally  ill  partake  in  the  promise  of  national  health  care  reform;  the 
promise  that  they  will  receive  the  care  which  they  need  and  deserve  as  human  beings  and  as 
citizens  of  our  nation.  We  look  forward  to  assisting  the  Members  of  this  subcommittee  during 
your  extensive  and  searching  review  of  Presicfent  Clinton's  health  care  proposal  and  in  your  vital 
efforts  to  reform  our  country's  health  care  system. 

The  APA  commends  President  and  Mrs.  Clinton  for  the  enormous  leadership  that  they  have 
shown  in  presenting  to  Congress  a  detailed  health  care  plan  and  particularly  for  the  attention  that 
they  have  given  to  the  needs  of  the  mentally  ill.  The  President's  plan  contains  much  to  applaud: 
the  promise  of  comprehensive  health  benefits  that  cannot  be  taken  away  for  any  reason:  reform 
of  the  insurance  market  to  end  insurance  industry  practices  which  "game"  the  health  system 
through  pre-existing  condition  exclusions,  adverse  selection,  discriminatory  premium  rating  and 
other  practices  which  protect  profit  margins  while  locking  people  out  of  health  coverage;  and, 
initiatives  that  promise  access  to  health  services  regardless  of  geographic,  socioeconomic,  or 
cultural  status  or  background. 

While  the  President's  plan  offers  much  hope  for  the  mentally  ill,  today  we  will  focus  on  ways 
that  Congress  may  improve  the  plan  so  that  mentally  ill  persons  may  receive  the  care  they  need 
through  the  most  cost-effective  means.  As  psychologists,  we  are  deeply  and  uniquely  involved 
with  the  needs  of  the  mentally  ill  and  the  system  in  which  they  presently  receive  care.  The  APA 
has  developed  a  statement  called  "Principles  for  Mental  Health  and  Psychological  Services  in 
Health  Care  Reform. '  As  our  principles  statement  attests,  we  believe  the  people  of  our  nation 
should  have  access  to  a  continuum  of  mental  health  services  including:  preventive,  emergency, 
outpatient  (including  appropriate  levels  of  psychotherapy,  psychological  rehabilitative,  and 
neuropsychological)  services,  diagnostic  testing  and  assessment,  inpatient  and  residential 
treatment,  prescription  drugs,  and  additional  services  for  children,  adolescents,  women,  and  other 
persons  with  special  needs.  Our  principles  statement  outlines  our  belief  that,  by  removing  the 
inefficiencies  in  the  current  mental  health  delivery  system,  a  continuum  of  quality  mental  health 
services  may  be  offered  cost-effectively.  The  APA  respectfully  submits  our  principles  statement 
for  the  record  as  an  attachment  to  this  testimony. 

Mental  illness  devastates  the  lives  of  those  afflicted  and  drains  our  society  and  economy  of 
needed  resources.  The  comprehensive  benefits  package  must  cover  mental  health  and  substance 
abuse  services. 

The  human  suffering  caused  by  mental  illness  and  substance  abuse  addiction  exact  a  tremendous 
toll  on  our  nation.  Right  now,  15-18%  of  Americans,  including  14  million  children,  suffer  from 
a  diagnosable  mental  disorder.  50-70%  of  visits  to  primary  care  physicians  are  for  medical 
complaints  that  stem  from  psychological  factors.  In  any  one-month  period,  nearly  eight  million 
Americans  suffer  from  depression,  and  as  many  as  one-in-five  Americans  will  suffer  at  least  one 
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major  episode  of  depression  during  their  lifetimes.  A  random  study  of  elderly  residents  in 
Medicaid  facilities  determined  that  nearly  80%  of  the  residents  had  moderate  to  intense  needs  for 
mental  health  care. 

Mental  illness  and  substance  abuse  addiction  lower  our  national  productivity,  costing  our 
economy  billions  of  dollars  each  year.  As  of  1990,  mental  illness  cost  society  an  estimated 
SI 29.3  billion  annually,  about  half  of  which  was  found  attributable  to  lost  productivity  in  the 
workplace.  In  1990,  the  number  of  lost  work  days  associated  with  major  depression  alone,  cost 
our  economy  $23  billion,  and  we  now  believe  that  minor  depression,  which  affects  more  people, 
may  account  for  5 1  %  more  disability  days  than  major  depression.  A  three  year  study  of  a  large 
corporation  concluded  that  60%  of  employee  absences  were  due  to  psychological  problems. 

Even  when  workers  are  not  absent,  mental  illness  decreases  on-the-job  productivity.  Mental 
illness,  including  depression,  can  be  as  functionally  disabling  as  a  serious  heart  condition  and 
more  disabling  than  most  other  chronic  physical  illnesses  such  as  lung  or  gastrointestinal 
problems,  angina,  hypertension,  and  even  diabetes.  We  now  believe  that  mental  illness  is  the 
condition  that  most  limits  the  ability  to  work,  and  mental  illness  is  the  third  most  limiting  health 
condition  in  terms  of  performing  major  daily  activities  with  only  cancer  and  stroke  being  more 
debilitating. 

Our  society  is  terribly  burdened  by  the  cost  of  untreated  mental  illness  and  substance  abuse 
addiction.  Nearly  1/3  of  our  nation's  homeless  suffer  a  severe  mental  illness.  A  majority  of  the 
30,000  suicides  in  this  country  each  year  may  be  attributed  to  a  psychological  or  substance  abuse 
disorder.  The  costs  associated  with  the  lost  contribution  to  our  nation  due  to  the  inability  of  so 
many  of  our  people  to  receive  appropriate  and  timely  mental  health  care  is  unmeasurable  but 
undoubtedly  staggering. 

The  comprehensive  benefits  package  must  cover  mental  health  and  substance  abuse  services, 
because  these  services  are  effective,  reduce  the  costs  associated  with  physical  illness,  and  increase 
economic  productivity. 

A  wide  array  of  outpatient  and  inpatient  psychological  treatment  interventions  are  available  and 
proven  to  effectively  treat  persons  suffering  from  mental  illness  and  substance  abuse  addiction. 
The  treatment  success  rate  of  psychological  interventions  for  several  major  mental  disorders  is 
impressive,  surpassing  many  of  the  success  rates  for  medical  interventions.  Psychological 
services  successfully  treat  70-90%  of  anxiety  and  stress  disorders,  80%  of  both  manic  and 
depressive  bipolar  disorders,  70-90%  of  major  and  minor  depression,  60-80%  of  the  cases  of 
substance  abuse,  and  60%  of  schizophrenia.  Compare  the  effectiveness  of  these  psychological 
interventions  with  two  common  medical  interventions:  angioplasty  has  a  41%  treatment  success 
rate  arid  atherectomy,  a  52%  success  rate.  In  the  health  care  system,  dollars  directed  towards 
psychological  services  buy  successful  outcomes  for  people  suffering  from  mental  illness. 

Mental  health  and  substance  abuse  treatments  are  cost-effective  and  reduce  the  costs  associated 
with  physical  illness.  Mental  health  costs  have  remained  relatively  constant  over  the  last  20 
years,  constituting  approximately  9-1 1%  of  direct  treatment  costs.  Mental  health  and  substance 
abuse  treatments  combined  rank  only  25th  as  a  factor  influencing  health  care  cost  increases. 

In  addition  to  cost  stability,  mental  health  services  reduce  the  costs  associated  with  the  treatment 
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of  physical  illnesses.  Studies  have  shown  that  general  inpatient  medical  care  can  be  cut  by  as 
much  as  70%  following  mental  health  treatment,  and  outpatient  utilization  may  be  lowered  by 
as  much  as  20%.  Several  studies  have  conclusively  demonstrated  the  cost-savings  associated 
with  psychological  interventions:  In  a  study  of  the  Federal  Employee  Health  Benefits  Plan, 
patients  with  chronic  medical  diseases  who  received  psychotherapy  services  consumed  56%  fewer 
medical  services  than  those  patients  who  did  not  receive  psychotherapy.  Medicaid  patients 
hospitalized  for  physical  ailments  and  provided  mental  health  interventions  realized  average 
cumulative  savings  of  $1,500  over  a  2  and  1/2  year  period,  and  the  cost  of  the  mental  health 
intervention  was  entirely  paid  for  by  the  decrease  in  medical  services  utilization.  And  a  three 
year  study  of  over  10,000  Aetna  beneficiaries  showed  that  after  initiation  of  mental  health 
treatment,  beneficiary  medical  costs  dropped  continuously  over  a  36-month  period;  the  health 
costs  of  one  mental  health  treatment  group  fell  from  $242  the  year  prior  to  the  treatment  to  $162 
two  years  after  treatment,  and  other  subject  groups  experienced  similar  dramatic  decreases. 

As  we  have  mentioned  earlier,  mental  illness  damages  our  nation's  productivity  and  hurts  our 
economy,  but  fortunately,  we  know  that  mental  health  treatment  restores  productivity  in  the 
workplace.  For  instance,  one  study  determined  that  prior  to  inpatient  substance  abuse  treatment, 
42%  of  the  individuals  in  the  study  reponed  absences  due  to  drugs  and  39%  reported  tardiness. 
One  full  year  after  treatment,  these  numbers  had  dropped  to  5%  and  7%  respectively.  The 
McDonnell  Douglas  Corporation,  by  implementing  an  employee  assistance  program,  reduced 
employee  terminations  of  those  individuals  participating  in  substance  abuse  programs  by  42%  and 
for  those  participating  in  the  mental  health  programs  by  28%  over  a  four  year  period  when 
compared  to  those  employees  in  the  traditional  health  program.  Over  a  five  year  period,  the 
employee  assistance  program  reduced  absenteeism  by  29%  and  25%  for  those  in  substance  abuse 
ueatment  and  mental  illness  treatment  programs  respectively. 


Outpatient  mental  health  services  hold  the  promise  for  the  delivery  high  quality  and  cost-effective 
services  in  the  reformed  health  care  system. 

Outpatient  mental  health  services,  particularly  outpatient  psychotherapy,  are  generally  as  effective 
as  inpatient  treatment  and  may  be  delivered  for  a  fraction  of  the  cost.  The  ability  of  the 
reformed  health  care  delivery  system  under  President  Clinton's  plan  to  contain  mental  health  and 
substance  abuse  costs  while  providing  our  people  with  high  quality  mental  health  care  will  be 
greatly  enhanced  if  the  use  of  ouq)atient  psychotherapy  and  other  outpatient  services  is 
encouraged  through  the  incentives  contained  in  the  comprehensive  benefits  package. 

Facing  skyrocketing  mental  health  costs,  many  businesses  across  the  United  States  have  already 
moved  to  a  mental  health  benefits  structure  which  encourages  the  use  of  outpatient  benefits. 
Their  results  have  been  dramatic.  In  1989,  BellSouth  Corporation  adopted  a  mental  health 
benefit  that  encouraged  employees  to  receive  care  in  the  least  restrictive  setting.  Within  three 
years  after  implementation  of  the  new  benefit  structure,  BellSouth' s  total  mental  health  bill 
decreased  by  $6  million,  and  the  portion  of  their  total  health  costs  attributable  td  mental  health 
fell  from  17%  to  9.2%.  In  one  year  Chevron  saw  a  21%  decrease  in  psychiatric  hospital 
admission  costs  due  to  the  implementation  of  a  provider  network  that  encouraged  outpatient 
mental  health  care  and  intermediary  services.  First  National  Bank  of  Chics^o  saved  30%  in 
mental  health  and  substance  abuse  costs  over  four  years  as  a  result  of  a  redesigned  mental  health 
benefit  that  expanded  their  range  of  services  covered  and  reimbursed  outpatient  care  at  85%. 
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Many  businesses  like  BellSouth,  Chevron,  and  the  First  National  Bank  of  Chicago  have 
discovered  that  high  quality,  cost-effective  mental  health  care  can  be  delivered  through  outpatient 
care.  Fortunately,  the  Administration  has  noticed  the  successes  of  these  businesses  and  is 
implementing  a  flexible  mental  health  benefit  in  the  comprehensive  benefits  package  which  will 
allow  relatively  inexpensive  outpatient  psychotherapy  services  to  be  "substituted"  for  inpatient 
services  in  appropriate  circumstances. 

The  mental  health  benefit  in  the  comprehensive  benefits  package  of  the  President's  plan  must  be 
further  refined  to  encourage  the  use  of  outpatient  psvchotherapv  services. 

The  "substitution"  of  mental  health  benefits  towards  inexpensive  outpatient  psychotherapy 
services  will  ensure  that  enrollees  under  the  new  health  care  system  receive  appropriate,  high 
quaUty,  and  cost-effective  mental  health  care.  Under  the  present  health  care  system,  insurance 
companies  typically  limit  mental  health  benefits  to  reduce  their  reimbursements.  These  limits 
commonly  lead  to  cost-shifting  to  families  and  individuals  to  pay  for  the  balance  of  the  treatment 
or  termination  of  treatment  prior  to  successful  outcome.  Insurance  expenditures  might  be  saved, 
but  undoubtedly,  costs  to  the  overall  system  rise  as  repeated  and  more  expensive  care  is 
consumed  to  treat  individuals  who  have  reached  their  outpatient  annual  limits. 

By  allowing  the  substitution  of  outpatient  for  inpatient  benefits,  the  Administration  has  avoided 
the  danger  of  relying  too  heavily  on  inpatient  treatments,  which  we  believe  would  have  driven 
up  expenditures  and  ultimately  led  to  further  limitations  on  the  aggregate  benefit  to  the  detriment 
of  all  persons  needing  mental  health  services.  Essentially,  the  substitution  will  allow  outpatient 
psychotherapy  benefits  to  be  provided  through  an  equivalency  multiple  to  the  hospital  inpatient 
day  limit.  In  appropriate  circumstances,  therefore,  additional  outpatient  psychotherapy  visits  will 
be  available  to  needy  patients  through  direct  substitution  of  inpatient  benefits. 

Outpatient  psychotherapy  offers  relatively  inexpensive  and  effective  care  for  the  entire  spectrum 
of  mentally  ill  individuals,  including  seriously  mentally  ill  persons.  Through  substitution. 
President  Clinton's  plan  allows  for  treatment  for  significant  patient  populations  through  more 
appropriate  outpatient  services.  All  evidence  indicates  that  recent  increases  in  mental  health  care 
costs  have  occurred  only  in  inpatient  alcohol  and  drug  and  inpatient  adolescent  care  treatment 
settings.  Research  now  concludes  that  nearly  50%  of  these  patients  could  be  treated  as 
effectively  or  more  effectively  in  outpatient  settings.  As  Senator  Paul  Wellstone  has  pointed  out 
in  a  very  recent  article,  "We  can  treat  ten  people  once  a  week  for  a  year  of  outpatient  therapy 
for  what  it  costs  to  keep  one  person  in  the  hospital  for  30  days." 

The  outpatient  psychotherapy  benefit.  Psychologists  and  many  other  mental  health  providers  are 
extremely  concerned  with  the  inadequacy  of  the  outpatient  psychotherapy  benefit  outlined  in 
President  Clinton's  plan.  Unless  amended  to  make  intensive  psychotherapy  more  accessible,  the 
30  visit  ou^atient  psychotherapy  benefit  at  50%  copayment  in  relation  to  the  generous  inpatient 
benefit  will  do  no  more  than  codify  the  current  inefhciency  and  inequity  in  the  mental  health 
delivery  system,  denying  humane  care  to  millions  of  mentally  ill  persons  and  promising  to  waste 
billions  of  dollars  in  the  system. 

For  many  mentally  ill  persons  suffering  from  a  wide  range  of  mental  illnesses,  including  those 
with  persistent  mental  disorders  and  children,  who  often  are  best  served  through  least-restrictive 
outpatient  psychotherapy,  30  outpatient  visits  will  not  offer  effective  treatment.  Research 
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demonstrates  that  persons  with  severe  mental  illness  show  improvement  after  26  sessions. 
Through  substitution.  President  Clinton's  plan  promises  that  these  individuals  will  receive  the 
amount  of  additional  psychotherapy  that  they  need  and  that  they  will  not  be  locked  out  of 
effective  treatment  by  an  arbitrary  30  visit  limit 

Actuarial  substitution  for  additional  psychotherapy.  The  President  has  taken  a  major  step  toward 
ensuring  that  mentally  ill  persons  receive  adequate  and  appropriate  levels  of  psychotherapy  by 
allowing  an  actuarial  substitution  of  the  inpatient  hospital  mental  health  benefit  to  access 
additional  psychotherapy  visits.  We  know  that  the  cost  associated  with  permitting  additional 
psychotherapy  is  minimal;  for  instance,  the  removal  of  a  30  visit  limit  to  an  outpatient 
psychotherapy  benefit  to  one  without  arbitrary  limits  increases  total  mental  health  and  substance 
abuse  costs  by  a  mere  3.2%.  This  minimal  increase  in  mental  health  costs  would  offer  invaluable 
and  appropriate  treatment  for  seriously  mentally  ill  persons  who  would  otherwise  be  improperly 
fimneled  into  inpatient  settings.  At  the  same  time,  the  mental  health  delivery  system  would  be 
more  effective  in  containing  costs  through  the  reduced  use  of  inpatient  hospitalization. 

Unfortunately,  under  the  Administration's  plan  mentally  ill  persons  may  never  be  permitted  to 
access  the  additional  psychotherapy  that  they  need.  The  proposal  authorizes  to  the  health  plan 
discretion  to  determine  the  patient's  need  for  additional  psychotherapy  through  the  actuarial 
substitution.  Additionally,  the  substitution  is  only  available  "to  prevent  hospitalization  or  to 
facilitate  earlier  hospital  release."  Considering  the  long  and  unfortunate  track  record  of  the 
extreme  limits  that  managed  care  has  placed  on  psychotherapy  services,  we  believe  that  health 
plans  in  the  new  system  will  ignore  patient  need  and  refuse  additional  psychotherapy  sessions. 

President  Clinton's  "managed  competition"  plan  rehes  heavily  on  managed  care.  Managed  care 
entities,  and  more  recently,  other  third-party  payers,  have  redefined  traditional  outpatient  care  to 
make  it  as  brief  as  possible.  These  entities  have  so  often  eggregiously  limited  care,  reimbursing 
only  a  fraction  of  the  available  benefit,  that  those  mentally  ill  persons  in  greatest  need  of  care 
essentially  receive  no  care 

In  addition  to  the  potential  denial  of  the  use  of  the  entire  30  visit  psychotherapy  beneflt,  we  can 
easily  envision  a  system  where  health  plans  uniformly  deny  the  additional,  substituted  outpatient 
psychotherapy  benefit  for  enrollees,  even  in  instances  where  these  persons  desperately  need  to 
continue  their  treatment  Therefore,  actuarial  substitution  must  be  mandated,  determined  by  a 
health  professional,  and  not  left  to  the  discretion  of  the  health  plan.  In  addition,  eligibility  for 
additional  visits  must  be  based  on  a  determination  that  psychotherapy  is  medically  or 
psychologically  necessary,  or  that  it  is  the  most  appropriate  form  of  treatment  and  that  inpatient 
and  intensive  nonresidential  treatment  would  be  ineffective  or  inappropriate,  as  is  often  the  case. 

The  50%  copavment  for  outpatient  psychotherapy.  Like  the  30  visit  psychotherapy  limit,  the 
50%  copayment  will  provide  incentiyes  to  use  expensive  and  often  inappropriate  inpatient 
treatment  into  the  reformed  systenL  If  this  occurs,  this  incentive  will  reproduce  the  short-sighted 
and  irrational  present  structure,  where  the  insurance  and  hospital  industries  are  "promoted  and 
adequate  outpatient  care  is  ignored. 

In  1984,  the  Medicare  PPS/DRG  system  was  established  so  as  not  to  apply  to  psychiatric  units 
or  hospitals.  As  a  result,  entrepreneurial  dollars  were  directed  into  psychiatric  facilities,  and  the 
number  of  psychiatric  facilities  doubled  between  1984  and  1988.  The  result  has  been,  in  some 
cases,  disast^,  because  the  explosion  of  facilities  led  to  "provider  demand"  for  patients,  allowing 
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some  inpatient  providers  to  abuse  the  system. 

Consider  the  case  of  National  Medical  Enterprises  (NME),  one  of  the  largest 
psychiatric/rehabilitation  hospital  chains  in  the  country.  Federal  and  several  State  authorities  are 
currentiy  investigating  NME  on  charges  that  several  of  its  facilities  paid  "bounty  hunters"  to 
snare  patients  and  hold  them  against  their  will  in  order  to  receive  their  insurance  reimbursement. 
NME  awarded  bonus  payments  to  psychiatric  hospital  managers  for  high  occupancy  rates. 
Hundreds  of  patients  are  now  suing  NME,  relating  how  they  were  cruelly  treated  then 
miraculously  released  as  "treated"  when  their  insurance  coverage  ran  out. 

The  50%  copayment  for  outpatient  psychotherapy  is  relatively  high  when  compared  to  the 
inpatient  mental  health  cost-share.  As  in  the  present  system,  the  President's  plan  will  pose  for 
the  families  of  mentally  ill  persons  the  burdensome  alternative  of  keeping  the  family  member  at 
home  with  no  outpatient  treatment,  because  the  cost-sharing  is  too  expensive  for  them  to  afford, 
or  using  hospital-based  services,  giving  themselves  respite  and  eliminating  their  financial  burden. 
It  is  this  dual  dynamic  which  has  driven  costs  in  the  present  mental  health  system. 
Unfortunately,  President  Clinton's  plan  seeks  to  implement  this  inefficiency  into  the  reformed 
"Cental  health  delivery  system. 

People  in  the  reformed  system  should  be  encouraged  to  utilize  outpatient  psychotherapy  without 
arbitrary  limits  at  copayment  rates  that  are  similar  to  inpatient  cost-share.  At  a  minimum,  people 
needing  ouq)atient  psychotherapy  should  be  permitted  to  pay  for  services  on  a  sliding  scale 
according  to  their  income  and  to  apply  their  co-payments  to  the  aggregate  out-of-pocket  limit 
provided  to  protect  families  in  the  comprehensive  benefits  package  from  inequitable  and 
unconscionable  financial  burden.  Reducing  the  copayment  burden  on  families  will  produce  some 
cost  to  the  total  mental  health  and  substance  abuse  system  but  has  the  greater  potential  to  prevent 
gross  overspending  in  the  much  more  expensive  inpatient  system. 

In  conclusion,  we  would  emphasize  our  strong  belief  that  the  President's  mental  health  benefit, 
with  its  emphasis  on  expensive  inpatient  mental  health  care,  will  burden  the  reformed  system 
with  the  warped  incentives  that  have  limited  patient  access  to  care  and  spiraled  systemic  mental 
health  costs.  The  outpatient  psychotherapy  benefit  is  so  comparatively  limited  and  the  inpatient 
benefit  is  so  rich,  that  we  believe  that  mental  health  outlays  will  skyrocket,  which  could 
eventually  lead  to  a  tragic  scaling  back  of  mental  health  benefits  and  access  of  the  mentally  ill 
to  adequate  treatment. 

The  actuarial  substitution  of  inpatient  benefits  for  outpatient  psychotherapy  offers  a  step  towards 
a  more  cost-efficient  and  appropriate  system  of  mental  health  care,  but  the  plan  must  be 
redesigned  to  ensure  that  benefit  substitution  is  accessible  and  available  at  cost-share  rates  which 
are  fair  and  encourage  the  use  of  the  psychotherapy  benefit. 

Consumer  protections  must  be  implemented  to  prevent  managed  care  abuses. 

We  have  already  indicated  our  concern  that  health  care  plans  in  the  "managed  competition" 
system,  through  managed  care  techniques,  will  work  to  impinge  on  appropriate  patient  care. 
Because  the  actual  delivery  of  all  services,  particularly  mental  health  services,  in  the 
comprehensive  benefits  package  will  depend  heavily  on  determinations  made  by  managed  care 
entities  and  through  managed  care  techniques,  we  find  particularly  disturbing  the  fact  that  the 
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Health  Securit\'  Act  contains  no  specific  guidelines  to  protect  the  system  from  the  abuses  of 
unbridled  managed  care. 

The  managed  care  financial  incentive  structure  is  designed  to  contain  costs  by  rauoning  mental 
health  care,  instead  of  addressing  the  specific  needs  of  the  patient.  ^Vhen  the  provider  of  care 
stands  in  a  financial  conflict  of  interest  with  the  recipient  of  care,  the  availabilit>'  of  care  is 
jeopardized.  Providers  are  rewarded  for  limiting  care,  and  patients  who  are  promised  a  30  patient 
limit  will  likely  receive  a  fraction  of  their  benefit  It  is  this  financial  conflict  of  interest  of  the 
provider  which  jeopardizes  patient  care. 

Scrutiny  of  managed  care  should  be  heightened  due  to  a  Government  Accounting  Office  (GAO) 
study  released  in  October  which  has  concluded  that  there  exists  no  conclusive  evidence  that 
managed  care  health  plans  save  money.  The  study  noted  that  managed  care  plans  saved  money 
by  enrolling  younger  and  healthier  persons  not  by  efficiently  managing  patient  care,  and  that  in 
one  study,  HMO  premiums  averaged  only  2-4%  less  than  other  plan  premiums  in  1992.  This 
fmding  directly  challenges  the  President's  plan  premises  that  moving  beneficiaries  into  managed 
care  souctures  will  contain  costs. 

Since  managed  care  will  be  a  foundation  of  tbe  reformed  health  care  system  under  the  Clinton 
plan,  strong  quality  standards  to  protect  the  patient  and  to  reduce  rationing  of  care  must  be 
implemented  into  the  statutory  language.  We  suggest  that  tbe  National  Health  Board  might  be 
empowered  to  develop  and  enforce  managed  care  and  utilization  review  standards,  but  whatever 
the  vehicle,  at  a  minimum  plans  should  be  required  to: 

♦  separate  clinical  review  firom  finaocial  interests; 

♦  adhere  to  quality  standards  which  protect  the  patient; 

♦  use  reviewers  who  are  licensed  or  certified  in  the  areas  of  nimtal  health  care  under 
review; 

♦  make  public  the  review  standards  and  criteria  used  in  evaluating  health  care  plans; 

♦  establish  arbitration  to  resolve  appeals; 

♦  ensure  that  patient  confidentiality  is  protected; 

♦  implemem  a  review  and  appeal  system  which  reviews  decisions  quickly;  and, 

♦  maximiTe  patient  choice  of  services  and  mental  health  {voviders, 

Tbe  Presidoit's  plan  contains  scattered  refermces  to  stxot  of  these  pfotectioos  including: 
protection  of  the  privacy  of  patient  data,  implementation  of  a  National  Quality  Manageomt 
Program  to  develop  a  quality  information  and  accountability  program  to  be  applied  to  bealtfa 
plans,  and  a  vague  provisicMi  which  may  mxneiat^.  th?t  managed  care  entities  publish  their 
protocols  for  determining  care  and  containing  costs.  However,  tbe  plan  does  not  contain  specific 
and  strong  patient  pnxecticxis  against  potential  managed  care  abuass.  We  stnmgly  believe  that 
these  patient  protections  will  ensure  that  patients  are  protected  and  that  managed  care  companies 
effectively  operate  to  manage  care  rather  than  ration  care. 
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Nonphvsician  provider  services  must  be  encouraged  in  the  reformed  system. 

Psychologists  and  many  other  nonphysician  mental  health  providers  are  concerned  that  the 
Clinton  plan  may  fail  in  its  stated  purpose  of  ensuring  that  patients  have  an  effective  choice  of 
providers.  The  Health  Security  Act  must  ensure  that  qualified  nonphysician  providers  are  able 
and  encouraged  to  render  their  services  in  all  settings  where  appropriate,  and  in  so  doing,  the 
plan  will  meet  its  goal  of  providing  access  for  patients  to  all  qualified  health  professional 
services. 

Inappropriate  restrictions  on  nonphvsician  providers.  Although  the  President's  plan  does  much 
to  eliminate  the  inappropriate  and  noncompetitive  strangle  hold  that  physicians  have  on  the  health 
care  system  through  archaic  and  restrictive  statutory  and  regulatory  language,  many  provisions 
may  continue  the  tradition  of  inappropriately  prohibiting  psychologists  and  other  nonphysician 
mental  health  providers  from  rendering  care  to  their  patients.  Areas  of  particular  concern  are: 

♦  The  plan  defines  health  providers  and  nonphysician  health  providers  in  terms  of  their 
ability  to  render  "physician"  services.  This  definition  is  archaic  and  incompatible  with 
the  purpose  and  goals  of  the  health  plan.  Instead,  health  professionals  and  the  services 
that  they  provide  should  be  defined  according  to  their  individual  skills  and  training.  In 
addition.  States,  health  alliances,  and  health  plans  should  ensure  that  enrollees  in  the 
system  have  access  to  a  sufficient  range  and  mix  of  providers  and  specialty  providers. 

♦  The  plan  must  define  hospital  and  other  inpatient  settings  so  that  patients  do  not  lose 
access  to  nonphysician  provider  services  and  must  eliminate  restrictions  in  current  law 
that  pose  barriers  or  prohibit  nonphysicians  from  practicing  in  accordance  with  State  law. 
Of  particular  concern  to  psychologists  is  the  indication  that  the  President's  plan  will  apply 
the  Medicare  "hospital"  and  "psychiatric  hospital"  definitions  to  the  entire  system.  Since 
the  Medicare  hospital  and  psychiatric  hospital  conditions  of  participation  provisions 
improperly  require  physician  supervision  of  patient  care,  psychologists  in  several  states 
will  lose  their  present  ability  to  independently  supervise  and  render  care  for  their  patients 
in  these  settings.  Therefore,  to  ensure  access  of  all  patients  to  qualified  psychologists 
services,  the  plan  must  drop  the  Medicare  hospital  and  psychiatric  hospital  definitions  and 
ensure  that  psychologists  and  other  nonphysician  providers  are  able  to  care  for  their 
patients  according  to  their  training  and  competence.  Additionally,  the  plan  should 
eliminate  arbitrary  barriers  to  hospital  membership  and  appropriate  clinical  privileges. 

♦  Several  provisions  in  the  plan,  such  as  the  provisions  relating  to  antitrust  enforcement  and 
"safe  harbors"  in  the  new  system,  inappropriately  apply  only  to  physicians.  These  must 
be  reexamined,  and  psychologists  and  other  nonphysician  providers  must  be  included 
where  appropriate. 

♦  The  plan  must  eliminate  all  discriminatory  and  anticompetitive  practices  against 
nonphysicians.  Specifically,  the  plan  must  include  language  which  prohibits  health  plans 
from  discriminating  against  any  class  of  health  professional.  In  this  way,  enrollees  are 
able  to  access  the  full  range  of  available  providers  in  their  area,  and  the  Health  Security 
Act  will  accomplish  its  stated  goal  that  "individuals  in  the  United  States  should  be 
afforded  a  meaningful  opportunity  to  choose  among  a  range  of  health  plans,  health  care 
providers,  and  treatments."  Relatedly,  the  plan  must  ensure  an  appropriate  and  sufficient 
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mix  and  representauon  or  ail  health  professionals  on  ihe  national,  regional,  and  State 
health  boards  and  health  plans. 

Psychologists'  services  in  rural  and  underserved  areas.  Of  particular  concern  for  psychology  is 
the  impact  of  nonphysician  restnctions  in  rural  areas.  Two-thirds  or  more  of  all  U.S.  counties 
do  not  contain  a  single  psychiatric  physician,  while  psychologists  are  more  widely  dispersed  and 
available  to  render  mental  health  services. 

President  Clinton's  plan  has  proposed  to  expand  mental  health  services  access  in  rural  areas 
through  investment  in  inpatient  and  non-residential  infrastructure.  While  infrastructure 
investment  is  important  in  some  cases,  the  system  must  include  incentives  for  enroUees  to  use 
the  least  costly,  most  accessible  forms  of  community-based  and  health  professional  services  in 
underserved  areas.  Effective  outpatient  services  rendered  by  psychologists  and  other 
nonphysician  mental  health  professionals  are  currently  available  in  rural  and  underserved  areas. 

The  plan  must  encourage  psychologists  and  other  mental  health  providers  to  offer  their  services 
in  rural  areas.  The  plan  offers  educational  and  financial  incendves,  such  as  a  non-refundable 
personal  tax  credit  and  a  deduction  of  up  to  $5,000  in  annual  student  loan  interest,  for  primary 
care  and  certain  other  professionals  to  render  services  in  rural  areas.  Given  psychology's 
excellent  track  record  in  delivering  mental  and  behavioral  health  care  in  rural  areas,  these 
provisions  should  be  expanded  to  include  psychologists. 

Psychological  and  neuropsychological  services.  Within  the  specifications  of  the  comprehensive 
benefits  package,  the  APA  voices  concern  that  psychologists  may  not  be  permitted  to  offer  their 
services  for  certain  populations  for  whom  they  now  typically  render  care: 

♦  The  mental  health  benefits  in  the  comprehensive  benefits  package  must  include  the  full 
range  of  psychological  and  neuropsychological  services,  including  diagnostic  and 
assessment  services.  These  services  are  widely  consumed  in  the  United  States,  and 
psychologists,  possessing  the  most  diverse  and  con^rehensive  armament  of  screening  and 
assessment  tools  in  the  mental  health  arena,  are  typically  relied  upon  to  provide  these 
services. 

♦  Psychological  and  neuropsychological  services  are  typically  used  in  the  rehabilitative 
process  to  assess,  remediate,  and  restore  the  cognitive  functioning  of  patients  who  are 
impaired  as  a  result  of  a  variety  of  physical  illnesses  and  injuries.  The  comprehensive 
benefits  package  should  be  amended  to  include  psychological  and  neuropsychological 
services  as  part  of  the  outpatient  rehabihtation  benefit. 

The  APA  specifically  requests  that  Congress  protect  the  participation  of  nonphysician  providers, 
including  notonly  psychologists  but  social  workers,  nurses,  optometrists,  podiatrists,  chiropractors 
and  other  groups  who  have  a  pro-competitive  impact  on  health  care  costs  and  provide  very  cost- 
effective  alternative  treatments.  We  hope  that  Congress  will  be  very  careful  in  its  review  of  the 
language  of  the  Administration's  plan  to  make  sure  that  vaguely  articulated  provisions  in  the 
legislative  draft  arc  clarified  to  provide  for  the  full  range  of  nonphysician  services. 
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Conclusion. 

In  our  testimony,  we  have  emphasized  those  areas  directly  related  to  the  delivery  of  psychological 
and  mental  health  services.  However,  we  have  significant  questions  about  a  number  of  the  more 
general  features  of  the  plan,  particularly  the  formation  and  operation  of  accountable  health  plans, 
the  development  and  authority  of  the  National  and  Regional  Health  Boards,  and  the  development 
of  systems  to  evaluate  quality  of  care  and  provider  performance.  While  this  forum  does  not 
permit  a  thorough  discussion  of  these  issues,  we  will  seek  further  opportunities  to  discuss  these 
issues  with  you.  Chairman  Waxman  and  Members  of  the  subcommittee  as  you  continue  to 
examine  the  President's  proposed  legislation. 

The  APA  commends  the  President  and  Mrs.  Clinton  for  their  enormous  contribution  in  advancing 
health  care  reform,  and  in  particular,  their  unwaivering  leadership  in  developing  mental  health 
policy  that  addresses  the  long-neglected  plight  of  those  with  mental  disorders.  APA  stands 
committed  to  the  goals  that  the  President  has  set  and  looks  forward  to  working  with  Congress 
to  shape  and  improve  the  Administration's  plan. 
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Association 

Principles  for  Mental  Health  and  Psychological  Services 
in  Health  Care  Reform 

Preamble 

Ail  American  citizens  and  residents,  regardless  of  race,  national  (mgin,  income,  religion,  age,  sex,  sexual 
orientation,  language,  or  geogr^hic  residence,  have  the  right  to  health  care  and  must  be  covered  under  any 
national  health  care  plan. 

To  ensure  participation  of  all  citizens  and  residents,  the  national  health  care  system  shall:  not  discriminate 
against  any  individual  on  the  basis  of  current  health  status,  including  any  coverage  exclusion  or  limitation 
based  on  a  preexisting  condition;  base  the  cost  of  coverage  on  the  concept  of  broadly  shared  risk  to  be 
determined  by  commimity-wide  rating;  and  ensure  that  health  care  coverage  is  portable  and  continuous. 

Fundamental  reform  of  the  health  care  system  includes: 
O        Access  to  health  care  for  all; 
^        Appropriate  and  foir  cost  containment; 
O        Improved  quality  of  care; 

O        Comprehensive  health  benefits,  including  mental  health  benefits  for  all  people 

experiencing  mental  disorders  and  psychological  services  for  the  diagnosis,  prevention, 
and  treatment  of  certain  medical  disorders;  and 

O        Improvement  in  the  organization  and  delivery  of  care. 


The  Mental  He«tth  Benefit 

People  who  need  mental  health  care,  regardless  of  age  or  the  severity  of  their  illness,  should  have  access 
to  a  con^hensive  array  of  mental  health  and  psychological  services,  which  emphasize  treatment  in  the 
least  restrictive,  and  culturally  sensitive  and  age  appropriate  setting.  Psychologists  are  uniquely  qualified 
to  fiimish  many  needed  services  and  provide  a  full  range  of  preventive,  acute,  q>ecialized,  rehabilitative, 
and  chronic  care  services. 

Mental  health  services  in  a  continuum  of  care  include: 

^  PREVENTIVE  SERVICES,  including  developmental  and  mental  health  screening  and  assessment 

and  early  intervention  to  avoid  or  ameliorate  ilhiess 
✓  EMERGENCY  SERVICES,  inchiding  crisis  intervention 
/  OUTPATIENT  AND  AMBULATORY  SERVICES 
short-term  psychotherapy 

^  intensive  psychotherapy,  particulariy  for  people  suffering  serious  and  debilitating 

bdiavioral  disorders 

^  case  management  services 

^  medication  consultation 

^  hospital  alternatives  such  as  day  treatment  and  psycho-rehabilitation  services 

^  psychological  rehabilitative  services  and  neurospsychological  services  for  those  with  mental 
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and  behavioral  disorders.  (For  medical  or  neuropsychological  disorders,  rehabilitation  and 
neurospsychological  services  should  be  appropriately  covered  as  a  medical  or  diagnostic  benefit.) 

/   DIAGNOSTIC  TESTING  AND  ASSESSMENT 

/   INPA  TIENTAND  RESIDENTIAL  TREA  TMENT 

/    PRESCRIPTION  DRUGS 

/  ADDITIONAL  AND  SPECIAL  SERVICES  FOR  CHILDREN  AND  ADOLESCENTS,  including  comprehen- 
sive and  regular  screening  of  their  mental  and  physical  health  and  developmental  factors  and  school-based 
services 

/   ADDITIONAL  AND  SPECIAL  SERVICES  FOR  WOMEN,  including  treatment  for  psychological  and 

emotional  disorders  resulting  from  sexual  or  physical  abuse  and  violence 
/   ADDITIONAL  AND  SPECL4L  SERVICES  FOR  PERSONS  WITH  HIV/AIDS 

In  the  absence  of  a  comprehensive  Federally-mandated  mental  health  benefit.  Federal  national  health  reform 
legislation  should  not  pre-empt  state  intiatives  to  ensure  the  provision  of  benefits  for  persons  needing  mental  health 
treatment. 


Reform  of  the  Mcntai  Health  Pclivtry  System 
Equity 

The  provision  of  mental  health  services  should  not  be  limited  by  artificial  or  arbitrary  numbers  of  visits,  days,  or 
financial  caps.  Duration  and  scope  of  services  should  be  based  on  medical  or  psychological  necessity  in  accordance 
with  professional  standards  of  reasonable  care.  Individuals  requiring  mental  health  treatment  and  their  families 
should  not  need  to  spend  a  disproportionate  share  of  their  income  and  resources  to  obtain  services. 

Efliciency 

Appropriate,  high  quality  mental  health  care  should  be  delivered  in  the  most  cost-effective  manner.  The  present 
mental  health  delivery  system  wastes  resources,  leaving  those  most  in  need  without  adequate  care.  Resources  need 
to  be  more  appropriately  allocated  to  encourage  the  use  of  cost-efTective  forms  of  treatment  and  to  ensure  access  to 
a  broad  array  of  integrated  outpatient  and  inpatient  mental  health  services  for  all  who  require  care.  A  reformed  mental 
health  system  under  any  national  health  plan  must  incorporate  thb  following  tenets: 

O  People  with  serious  mental  illness  should  be  treated  through  a  more  properly  designed  mental  health  benefit, 
which  incorporates  adequately  fiinded  long-term  care  services. 

^  Outpatient  mental  health  treatment,  compared  with  inpatient  treatment,  is  relatively  cost-effective  and  as 
efficacious  in  many  treatment  areas,  and  studies  have  demonstrated  that  the  use  of  copayments  sufficiently 
controls  the  demand  for  utilization  of  outpatient  mental  health  services  without  the  need  to  resort  to  arbitrary 
limits.  Copayments  should  be  scaled  to  income  or  subsidized  in  a  manner  to  avoid  undue  financial  hardship 
on  individuals  seeking  treatment. 

1^  For  inpatie'ht  treatment,  copayments  and  other  cost-sharing  will  ensure  greater  individual  responsibility  for 
treatment  cost.  Appropriate  case  management  with  preadmission  review  by  a  financially  disinterested  entity 
or  professional  will  help  reduce  unnecessary  inpatient  costs.  ^ 
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Quality 

To  eliminate  the  serious  quality  of  care  problems  that  managed  care  programs  have  created  for  patients  needing 
mental  health  services,  service  delivery  entities  should  be  required  to  adhere  to  standards  which  protect  the  patient, 
including: 

1^    separating  clinical  review  from  financial  interest 

O    ensuring  the  provision  of  an  adequate  range  of  high  quality,  individualized  services 

O    maintaining  liability  for  negligent  cost-containment  mechanisms  and  review  determinations 

O    ensuring  confidentiality  of  Patient-Provider  information 

O    maximizing  patient  choice 

^    making  public  the  review  standards  and  criteria  used  in  evaluating  care  plans 

O    using  reviewers  who  are  licensed  or  certified  in  the  areas  of  mental  health  care  under  review 

O    limiting  review  frequency  and  amount  of  information  requested 

O    ensuring  that  decisions  are  quickly  made 

&   establishing  arbitration  or  similar  hearing  arrangements  to  resolve  appeals. 

A  national  plan  must  include  these  minimum  standards  for  managed  care.  Federal  legislation  should  not  pre-empt 
existing  state  statutes  which  protect  patients  from  current  managed  care  abuses. 

Access  to  Psychological  Services 

Health  and  behavioral  services  are  cost-effective  and  efficacious.  Consumer  participation  should  be  encouraged 
in  treatment  planning  decisions,  including  the  selection  of  services,  settings,  and  providers.  State  provider 
fireedom  of  choice  laws  should  be  protected  and  expanded  to  apply  to  managed  care  entities. 

To  meet  the  needs  of  all  Americans,  particulariy  those  in  rural  and  underserved  areas,  national  health  care  reform 
should  promote  the  training  of  psychologists  and  other  mental  health  providers.  Linkages  between  psychologists 
and  primary  care  providers  should  be  encouraged. 

The  reformed  mental  health  care  system  should  promote  the  public  mental  health  system's  role  of  providing 
services  for  those  individuals  who  might  not  otherwise  receive  mental  health  care.  States  should  be  encouraged 
to  provide  an  array  of  mental  health  and  rehabilitation  services,  and  general  health,  mental  health,  and  social 
services  should  be  integrated,  particulariy  for  the  severely  mentally  ill.  Public  systems  should  be  afforded  the 
opportunity  and  be  encouraged  to  compete  with  private  plans  formed  under  the  national  system  to  offer  specialized 
or  comprehensive  mental  health  and  rehabilitative  services. 

Research 

National  health  reform  should  be  committed  to  comprehensive  mental  health  research  with  increased  behavioral 
science,  health  psychology  and  psychological  treatments  studies.  Mental  health  research  serves  as  a  foundation 
for  ongoing  improvement  in  the  detection,  treatment  and  prevention  of  psychological  disorders  and  in  the 
definition  of  the  psychological  and  neuropsychological  components  of  conditions  with  physical  etiology. 

Many  of  the  leading  health  problems  which  most  seriously  impact  our  nation's  workforce,  including  alcohol 
abuse,  drug  abuse,  depression,  stress,  mental  health  problems  and  cigarette  smoking,  have  a  psychological  or 
behavioral  component  Psychology  and  particularly  health  psychology  initiatives  should  be  integrated  into 
mainstream  health  and  medicine  as  key  treatments  and  interventions  to  combat  these  crippling  and  costly 
problems. 
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Testimony  of 

James  K.  Walsh,  PhD 
Chairman 

Committee  on  Government  Affairs  and  Public  Policy 
of  the 

American  Sleep  Disorders  Association 

Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for  the  opportunity  to 
present  the  views  of  the  American  Sleep  Disorders  Association  on  health  care  reform. 

The  ASDA  is  an  organization  of  2500  clinicians  and  researchers  that  is  here  to  speak  on 
behalf  of  the  millions  of  Americans  who  suffer  from  a  chronic  sleep  disorder. 

The  National  Commission  on  Sleep  Disorders  Research,  which  issued  its  report  to 
Congress  earlier  this  year,  found  that  at  least  40  million  persons  in  the  United  States 
suffer  from  a  variety  of  serious,  sometimes  life-threatening  sleep-related  problems. 

Among  the  most  common  sleep  disorders  are: 

1)  Sleep  apnea,  which  affects  10  million  Americans,  causes  an  individual  to  stop 
breathing  frequently  during  sleep-sometimes  as  many  as  a  hundred  times  a  night. 
The  resulting  loss  of  oxygen  and  cardiopulmonary  distress  can  lead  to  heart 
attacks,  high  blood  pressure,  and  death  from  cardiopulmonary  complications. 
Some  of  the  most  devastating  effects  of  sleep  apnea  are  compounded  during  the 
day  when  persons  suffering  from  the  disorder  attempt  to  function  in  society  when 
they  are  physically  and  mentally  impaired  by  a  lifetime  of  insufficient  sleep,  leading 
to  errors  in  judgment  at  the  work  site,  carnage  on  the  highways,  or  falling  asleep 
at  work  or  during  a  conversation. 

2)  Narcolepsy  is  a  disorder  in  which  an  individual  lives  in  a  constant  state  of 
sleepiness,  no  matter  how  much  sleep  may  have  been  obtained  the  night  before. 
Persons  with  narcolepsy  are  prone  to  falling  asleep  at  inappropriate  times  and 
susceptible  to  poor  performance  at  school  and  at  the  workplace.  Many  people 
suffering  from  this  disorder  have  attacks  of  cataplexy  in  which  all  of  their  muscle 
tone  is  lost,  causing  paralysis.  Over  250,000  Americans  are  afflicted  by  this 
neurological  disorder  for  which  there  is  no  effective  treatment. 

3)  Persistent  insomnia  affects  30  million  American  adults  each  year,  and  can  be 
caused  by  many  different  medical,  psychiatric,  and  behavior  disorders. 
Commonly,  the  quality  of  life  is  markedly  affected,  and  occasionally  tragic  results 
occur. 

4)  Sudden  Infant  Death  Syndrome  claims  the  lives  of  approximately  7000 
otherwise  healthy  infants  each  year  and  is  a  devastating  disorder  about  which  very 
little  is  known. 

These  are  just  four  of  the  more  than  seventy  sleep  disorders  reported  by  the  National 
Commission. 

The  American  Sleep  Disorders  Association  embraces  the  principles  of  health  care  reform 
outlined  in  the  Clinton  proposal.  For  too  long,  too  many  citizens  of  this  nation  have  not 
had  access  to  health  insurance  or  to  the  abundant  technology  and  medical  advances  that 
make  our  medical  capabilities  the  best  in  the  world. 


396 


Many  individuals  who  suffer  from  untreated  sleep  disorders  find  themselves  displaced  in 
their  careers  because  of  their  inability  to  function  in  today's  fast  moving  society.  Because 
of  their  employment  challenges  and  therefore  lack  of  access  to  the  health  care  system, 
many  go  untreated.  In  fact,  through  a  combination  of  their  inadequate  resources  and  a 
lack  of  sufficient  training  to  recognize  sleep  disorders  among  the  medical  profession,  the 
average  person  with  a  sleep  disorder  goes  seven  years  before  they  are  even  diagnosed, 
much  less  adequately  treated. 

It  is  hoped  that  the  work  of  the  National  Commission  on  Sleep  Disorders  Research  will 
help  to  reverse  this  pervasive  ignorance  about  sleep  disorders  and  encourage  public 
policies,  medical  training,  and  public  awareness  that  will  provide  those  with  sleep 
disorders  adequate  medical  care  for  their  conditions. 

Mr.  Chairman,  beyond  our  support  for  the  basic  principles  of  health  care  refomn,  there  are 
several  specific  items  within  the  proposal  about  which  we  are  concerned  that  we  would 
like  to  bring  to  your  attention: 

1)  Medicare  cuts:  Under  the  physician  fee  schedule.  Medicare  reimbursement  for 
polysomnography,  the  primary  diagnostic  test  used  to  diagnose  a  sleep  disorder, 
is  only  about  one-third  (1  /3)  of  the  cost  of  performing  the  test.  That's  cost,  not 
price.  Given  the  increase  in  sleep  disorders  among  the  elderly,  as  well  as  other 
medical  conditions,  further  cuts  in  the  Medicare  program  threaten  to  make  our 
nation's  senior  citizens  second-class  citizens.  Our  organization  would  argue  that 
a  system  that  is  already  overtaxed  should  not  be  the  target  of  further  cuts.  The 
ASDA  has  been  in  unsuccessful  negotiations  with  HCFA  for  18  months  around  the 
low  valuation  of  polysomnography.  HCFA  has  not  addressed  the  valuation 
problems  of  polysomnography  and  RBRVS.  The  nation's  seniors  may  be  under- 
RVUed  out  of  sleep  medicine  care. 

2)  Health  care  workforce  and  training:  Despite  the  acknowledged  need  for  more 
primary  care  physicians  and  other  health  professionals,  those  in  the  sleep 
disorders  field  would  express  dire  concem  about  a  system  that  is  geared  toward 
establishing  disincentives  for  talented  health  professionals  to  pursue  specialty 
training.  Because  the  field  of  sleep  medicine  is  a  relatively  new  one,  we  believe 
such  disincentives  would  severely  limit  the  development  of  a  core  group  of 
specialists  to  treat  the  millions  of  Americans  with  undiagnosed  sleep  disorders. 
The  result  of  a  lack  of  access  to  diagnosis  and  treatment  of  sleep  disorders  is 
continued  persistent  medical  problems  for  those  persons  whose  suffering  could 
be  identified  and  successfully  treated. 

3)  Health  Affiances.  PPOs.  and  HMOs:  An  underlying  concem  of  patients  suffering 
from  sleep  disorders  and  the  physicians  who  treat  them  is  the  expected  squeeze 
on  benefits  for  those  procedures  not  spedfic^ly  identified  in  the  basic  benefits 
package.  For  example,  at  the  Health  Net  capitated  system  at  Scripps  Clinic,  the 
percentage  of  outpatient  dollars  allotted  for  all  of  sleep  medicine  is  0.3%. 
However,  cun-ent  epidemiological  data  suggest  a  requirement  10  times  higher. 
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Because  of  the  lack  of  awareness  about  sleep  disorders  among  the  public  and 
health  care  professionals,  it  is  very  easy  to  imagine  a  health  insurer  arbitrarily 
eliminating  coverage  for  diagnosis  and  treatment  of  sleep  disorders.  Furthermore, 
it  is  just  as  easy  to  imagine  that  a  managed  care  system,  a  preferred  provider 
organization,  or  a  health  maintenance  organization  would  place  a  very  low  priority 
on  securing  the  services  of  a  qualified  sleep  specialist.  In  any  prepaid,  capitated 
system,  adequate  allotment  of  funds  for  sleep  medicine  must  be  assured  by 
Congress. 

Mr.  Chairman,  Congress,  in  fact,  this  subcommittee  recognized  the  importance  of  sleep 
disorders  in  America  when  it  established  the  National  Commission  on  Sleep  Disorders 
Research  which  identified  the  pervasive  national  problems  in  health,  occupation  and 
transportation  safety,  and  general  well  being  associated  with  sleep  disorders. 
Notwithstanding  the  laudable  principles  of  the  health  reform  proposal,  some  of  the 
detailed  recommendations  appear  to  insure  the  opposite  effect.  Public  policy  leaders  who 
have  awakened  the  worid  to  the  importance  of  sleep  disorders  must  not  allow  our 
nation's  health  policies  to  slip  back  into  the  darkness  of  ignorance  about  something  we 
spend  one-third  (1/3)  of  our  lives  doing. 

We  hope  that  you  will  carefully  consider  our  testimony  when  deliberating  health  reform 
legislation. 
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AMERICAN  THERAPEUTIC  RECREATION  ASSOCIATION 
STATEMENT   (Re:  H.R.-3600) 


Mr.  Chairman, 

My  name  is  John  Zorack,  Counsel  for  the  American  Therapeutic 
Recreation  Association,  and  we  appreciate  your  invitation  to  offer 
this  statement  for  the  record. 

The  American  Therapeutic  Recreation  Association,  the  largest 
national  organization  representing  recreational  therapy 
professionals,  has  prepared  this  statement  to  facilitate  the 
understanding  of  the  critical  role  recreational  therapists  play  in 
comprehensive  rehabilitation  to  express  its  support  for  the 
principles  delineated  in  the  national  healthcare  reform  effort  and 
to  facilitate  the  recognition  of  the  cost-effective  nature  and 
congruity  of  utilizing  recreational  therapy  services  to  ensure  the 
total  rehabilitation  and  quality  of  life  of  persons  with 
disabilities  as  an  aspect  of  the  national  healthcare  reform 
endeavor. 

Recreational  therapy,  also  referred  to  as  therapeutic  recreation, 
is  defined  by  the  United  States  Department  of  Labor  as  a  profession 
of  specialists  who  utilize  activities  as  a  form  of  treatment  for 
persons  who  are  physically,  mentally  or  emotionally  disabled 
(Paraphrased,  Occupational  Outlook  Handbook,  U.S.  Department  of 
Labor,  Bureau  of  Labor  Statistics,  April  1991).  Differing  from 
diversional  or  recreation  services,  recreational  therapy  utilizes 
various  activities  as  a  form  of  "active  treatment"  to  promote  the 
independent  physical,  cognitive,  emotional,  and  social  functioning 
and  quality  cf  life  of  persons  disabled  as  a  result  of  trauma  or 
disease,  by  enhancing  current  skills  and  facilitating  the 
establishment  of  new  skills  for  daily  living  and  community 
functioning. 

Recreational  therapy  services  are  delivered  by  qualified 
professionals  with  training  and  education  in  therapeutic 
recreation/recreational  therapy  service  del ivery  and  professionally 
certified  by  the  National  Council  for  Therapeutic  Recreation 
Certification  (NCTRC) . 

The  professional  certification  designation  is  Certified  Therapeutic 
Recreation  Specialist  (CTRS) .  The  credential  requires  a  bachelor's 
degree  or  higher  from  an  accredited  institution  of  higher  education 
in  the  area  of  therapeutic  recreation  (recreational  therapy),  an 
approved  internship  under  the  supervision  of  a  professionally 
credentialed  CTRS,  and  the  passing  of  a  national  certification 
examination  administered  for  NCTRC  by  the  Educational  Testing 
Service  (ETS) .     NCTRC  is  an  approved  credential ing  body  recognized 
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by  the  National  Organization  for  Competency  Assurance  (NOCA) . 

According  to  the  United  States  Department  of  Labor's  1992 
Occupational  Outlook  Handbook,  "Employment  of  recreational 
therapists  is  expected  to  grow  faster  than  the  average  for  all 
occupations  through  the  year  2005,  because  of  the  anticipated 
expansion  in  long-term  care,  physical  and  psychiatric 
rehabilitation,  and  services  for  the  disabled."  There  are 
approximately  32,000  employment  positions  in  the  United  States  and 
the  growth  rate  is  projected  at  39%  through  the  year  2005.  It  is 
important  to  note  that  employment  is  available  in  a  wide  variety  of 
settings,  working  with  individuals  with  varying  types  of 
disabilities  and  illnesses. 

Recreational  therapy  services  are  delivered  in  a  variety  of 
settings  depending  on  the  needs  of  the  consumer.  Settings  in  which 
services  are  traditionally  delivered  include  freestanding 
rehabilitation  hospitals,  rehabilitation  units  in  general 
hospitals,  long-term  care  or  skilled  nursing  facilities, 
comprehensive  outpatient  rehabilitation  facilities,  inpatient  and 
outpatient  mental  health/psychiatric  facilities,  substance  abuse 
rehabilitation  facilities,  home  healthcare  services,  and 
residential  facilities  for  persons  with  disabilities .  In  addition, 
recreational  therapists  are  employed  within  community  recreation 
and  park  agencies  to  address  the  recreation  and  leisure  needs  of 
individuals  with  disabilities. 

Research  indicates  that  recreational  therapy  services,  provided  by 
qualified  professionals,  offer  a  diversity  of  rehabilitation 
benefits  addressing  the  needs  of  individuals  with  a  range  of 
disabling  conditions.  A  recent  conference  sponsored  by  Temple 
University  and  fiuided  through  the  National  Institute  on  Disability 
and  Rehabilitation  Research  (NIDRR),  evaluated  the  efficacy  of 
therapeutic  recreation  services  as  a  treatment  modality  on 
rehabilitation  outcomes.  Research  has  demonstrated  the  values  of 
recreational  therapy  services  for  individuals  with  a  range  of 
diagnoses . 

Recreation  therapy  is  a  component  of  comprehensive  rehabilitation. 
Such  comprehensive  rehabilitation  services  have  proven  to  be  cost- 
effective.  A  survey  conducted  by  the  Health  Insurance  Association 
of  America  indicated  a  savings  of  $11  for  every  $1  spent  on 
rehabilitation.  In  addition,  other  studies  have  indicated  that 
quality  comprehensive  rehabilitation  services  reduce  long-term 
hospitalization  and  nursing  home  stays  for  stroke  patients  and  thus 
save  the  American  economy  $17,000  per  year  per  patient. 
Recreational  therapy  services  play  a  significant  role  in  the 
comprehensive  rehabilitation  effort. 

Recreational  therapy  services  are  an  effective  means  for 
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improving  the  functioning,   independence,   and  quality  of 
life  of  persons  with  illness  or  disability.     The  pro- 
vision of  recreational  therapy  services,   in  concert 
with  related  disciplines  such  as  occupational  therapy, 
physical   therapy,   and  speech  therapy,   offer  the  client  or 
patient  comprehensive  rehabilitation  services.  The 
availability  of  the  proper  mix  of  services  and  the 
therapist-client  relationship  proves  to  be  of  maximum 
benefit  to  the  consumer. 

-    Expenditures  in  comprehensive  rehabilitation  services  are 
an  investment  in  human  potential  and  are  cost-effective. 
Recreational  therapy  services  utilize  both  individual  and 
small  group  intervention  strategies,  therefore, 
staff /patient  ratios  are  cost-effective.     More  patient 
treatment  hours  per  therapist  can  be  generated  through 
the  use  of  such  small  group  interventions.  Furthermore, 
recreational   therapy  services  for  older  Americans  are 
equally  cost-effective.     Recreational  therapists  play 
a  significant  role  in  assisting  older  adults  to  maintain 
current  skills  and  re-establish  previous  levels  of 
functioning  in  the  least  restrictive  environment  possible 
including  the  in-patient,   out-patient,  and  day  service 
settings.     Recreational   therapists  work  in  concert  with 
and  provide  complement  to  other  treatment  modalities. 

Recreational   therapy  plays  a  primary  role  in  enhancing 
the  quality  of  life  and  productivity  of  the  consumer. 
Enjoyable  activities  and  social   relations  are  significant 
in  promoting  the  quality  of  life  and  productivity  of  the 
individual  with  a  disability.     Recreational  therapists 
offer  individuals  with  disabilities  the  opportunity  to 
resume  normal  life  activities  and  to  establish/re-establish 
skills  for  successful  social  integration.    In  addition,  the 
therapist  will   employ  activity  treatment  modalities  which 
promote  physical   skill  development,   enhance  feelings  of 
well-being,   foster  successful  experiences,  facilitate 
continued  involvement  in  the  rehabilitation  process,  and 
establish  new  life  activities  for  continued  growth. 

Recreational  therapy  is  listed  as  one  of  the  physical 
rehabilitation  services  in  the  Joint  Commission  on  Accreditation  of 
Healthcare  Organizations  (JCAHO)  standards.  Recreational 
therapists  are  standard  treatment  team  members  in  psychiatric 
rehabilitation,  substance  abuse  treatment,  and  physical 
rehabilitation  services  in  both  in-patient  and  out-patient 
settings.  In  addition,  recreational  therapists  are  designated  as 
members  of  the  comprehensive  core  treatment  team  in  the  acute  brain 
injury,   the  post-acute  brain  injury,  and  the  inpatient 
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rehabilitation  standards  of  the  Commission  on  Accreditation  of 
Rehabilitation  Facilities  (CARF) . 

Since  the  1940 's  recreational  therapists  have  served  as  active 
members  of  the  interdisciplinary  treatment  team  addressing  the 
psychosocial  and  physical  rehabilitation  needs  of  the  constamer. 
Recreational  therapy  will  certainly  have  an  active  role  in  a 
managed  care  and  managed  competition  system  with  emphasis  on 
providing  opportunities  for  meeting  rehabilitation  goals,  accessing 
life  skills  and  opportunities,  and  providing  quality  services  in 
the  most  cost-efficient  manner.  These  functions  must  be  performed 
on  an  on-going  basis  in  concert  with  other  allied  health  fields 
such  as  physical  therapy,  occupational  therapy,  and  speech  therapy 
and  audiology.  Although  some  overlap  occurs  between  all 
disciplines  in  areas  such  as  activities  of  daily  living,  vocational 
and  avocatiional  adjustment,  and  application  of  motor  performance 
skills  in  the  natural  environment,  the  disciplines  mutually 
complement  each  other  in  the  rehabilitation  environment.  For 
instance,  each  discipline  may  work  on  the  development  of  physical 
skills  and  activities  of  daily  living.  Much  of  the  responsibility 
for  community  integration  efforts  in  the  rehabilitation  setting, 
however,  has  become  the  charge  of  the  recreational  therapist.  In 
additional,  recreational  therapists  assist  the  consumer  in 
developing  or  redeveloping  social  skills,  discretionary  time 
skills,  decision  making  skills,  coping  abilities,  sel f -advocacy , 
discharge  planning  for  re-integration,  and  skills  to  enhance 
general  quality  of  life.  As  with  each  allied  health  discipline, 
the  rehabilitation  goals  are  based  upon  individual  needs.  The 
ability  to  meet  the  physical  and  psychosocial  needs  of  the  person 
affected  by  a  disability  is  critical  to  the  pursuit  of  independent 
productivity  in  vocational  and  avocational  endeavors.  As  our 
healthcare  system  increases  efforts  to  provide  quality  treatment 
services  through  out-patient  formats,  the  role  of  recreational 
therapy,  in  community  adjustment  for  all  persons  with  illness  and 
disability  will  continue  to  be  more  readily  realized. 

The  American  Therapeutic  Recreation  Association  is  in  support  of  a 
healthcare  package  which  ensures  coverage  for  all  Americans.  This 
healthcare  package  should  include  cooperative  efforts  between 
public  and  private  health  insurance  programs.  The  healthcare 
reform  package  should  also  include  standard  coverage  of  a  range  of 
rehabilitative  services  including  recreational  therapy  services. 
Current  practices  restrict  the  range  of  rehabilitation  services 
that  are  identified  as  standard  reimbursable  services  under  Part  A 
of  the  Medicare  and  Medicaid  Guidelines  (e.g.  physical  therapy, 
occupational  therapy,  speech  therapy  and  respiratory  care) . 
Through  inclusion  of  recreational  therapy  services  \inder  the 
proposed  healthcare  initiative  the  healthcare  provider  will  have 
access  to  additional  options  to  meet  the  treatment  needs  of  the 
consumer.     The  availability  of  a  broader  base  of  outcome  oriented 
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therapies  and  the  application  of  a  proper  combination  of 
therapeutic  modalities  will  offer  several  dramatic  benefits. 

The  specific  Txeeds  of  the  consumer  can  be  better 
met  with  the  greater  availability  of  disciplines. 

Proper  mixes  of  therapies  in  a  managed  care  and  managed 
competition  system  offers  a  more  cost-effective  means 
to  meet  consumer  needs  in  both  in-patient  and  out-patient 
service  settings. 

This  approach  responds  in  the  most  effective  and  efficient 
manner  to  the  critical  shortage  of  healthcare  practitioners 
by  expanding  the  pool  of  available  allied  health 
professionals . 

The  inclusion  of  such  services  will  positively  impact  on 
the  quality  of  life  of  the  individual  and  will  serve  a 
significant  role  in  the  prevention  of  incapacitating 
secondary  disabilities. 

The  inclusion  of  recreational  therapy  offers  an  opportunity  for 
accessing  these  treatment  options  to  meet  the  "personal  assistance 
services"  of  the  healthcare  consumer.  This  approach  would  provide 
expanded  options  and  service  mixes  which  will  prove  more  cost- 
effective.  For  instance:  At  the  current  time,  if  an  individual  is 
receiving  rehabilitation  services  for  a  cerebral  vascular  accident 
(stroke),  the  individual  will  likely  be  involved  in  1.1  (one  on 
one)  physical  therapy  services  to  improve  range  of  motion.  Should 
there  be  an  option  of  inclusion  of  recreational  therapy  services 
(frequently  prescribed  in  group  format)  the  person  could  receive 
60%  physical  therapy  1.1  services  and  40%  recreational  therapy 
services  in  aquatic  therapy  groups.  Within  the  psychiatric 
rehabilitation  setting,  recreational  therapy  services,  in  concert 
with  other  disciplines  such  as  occupational  therapy,  can  more 
effectively  address  the  social  and  community  adjustment  skills  of 
persons  with  mental  illness  or  substance  abuse  histories. 
Furthermore,  the  application  of  a  mix  of  effective  interventions 
(e.g.  occupational  therapy,  physical  therapy,  recreational  therapy, 
speech  pathol ogy  services)  in  the  oat-patient  setting  will  prove  to 
be  the  most  effective  and  economical  approach  to  the  delivery  of 
quality  treatment  services  to  the  American  people.  It  is  only 
through  the  application  of  an  efficient  cost-effective  mix  of 
services,  designed  to  be  in  the  best  interest  of  the  consumer,  that 
quality,  outcome  oriented  treatment  can  be  maximized  and  the 
quality  of  life  of  the  consumer  enhanced. 

In  conclusion,  the  American  Therapeutic  Recreation  Association  is 
in  support  of  cost-effective  healthcare  opportunities  for  all 
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citizens.  The  growing  need  to  ensure  basic  services  to  all  of 
America's  citizens  is  evident.  The  number  of  Americans  requiring 
health  and  rehabilitation  services  continues  to  increase  due  to  an 
aging  population,  disabling  conditions,  improved  treatment 
services,  and  greater  survival  rates.  The  need  to  access  a  broad 
range  of  services,  therefore,  is  crucial.  The  intent  should  be  the 
expansion  of  effective  treatment  options  as  standard  services  under 
a  national  healthcare  program.  Recreational  therapy  should  be 
included  as  a  viable  option  to  meet  the  needs  of  consumers  enrolled 
in  the  healthcare  system.  Ultimately,  the  availability  of  greater 
healthcare  options  which  respond  to  the  unique  treatment  needs  of 
individuals  with  illness  and  disabilities  will  prove  cost- 
effective.  Inclusion  of  a  comprehensive  system  that  responds  to 
individual  healthcare  consumer  needs  will  reduce  the  length  of 
hospital  stay,  reduce  hospital  recidivism,  and  maximize  on  the 
productivity  of  the  individual.  Recreational  therapy  has  been  and 
should  continue  to  be  included  as  an  effective  treatment  discipline 
in  the  provision  of  quality,  cost-effective  healthcare  services. 

We  further  request  that  the  following  modification  be  made  to  the 
health  care  legislation: 

In  Sec.  1112  (c)(2)  (Health  Professional  Services)  line  12  after 
the  words  "are  provided"  add  "or  by  a  health  care  practitioner 
credentialed  by  professional  credential ing  body  accredited  by  the 
National  Organization  for  Competency  Assurance." 

In  Sec.   1123  (a)(1)  line  9,  after  the  word  "physical  therapy;"  add 
"(3)  outpatient  recreational  therapy;  and 
(4)  outpatient  speech..." 


Mr.  Chairman  and  members  of  the  committe,  the  American  Therapeutic 
Recreation  Association  welcomes  the  opportunity  to  present  this 
position.  Recreational  therapy  is  an  economical,  active,  and 
viable  treatment  option  designed  to  enhance  the  functional 
independence  of  the  individual  to  promote  community  independence 
and  to  enhance  the  quality  of  life  of  persons  with  illness  and 
disabilities.  We  request  that  you  include  recreational  therapy  as 
an  option  for  all  Americans  under  the  standard  benefits  package  and 
look  forward  to  answering  your  questions. 
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STATEMENT  OF  PETER  M.  DOCKX 
LEGISLATIVE  AFFAIRS  DIRECTOR 


CITIZENS  COMMISSION  ON  HUMAN  RIGHTS 


Chairman  Waxman ,  Mr.  Bliley  and  distinguished  members  of  the 
Subcommittee : 

I  am  pleased  to  appear  before  you  to  offer  comments  on  the 
mental  health  provisions  of  the  Health  Security  Act  of  1993. 

My  name  is  Peter  M.   Dockx  and  I  am  the  Legislative  Affairs 
Director  for  the  Citizens  Commission  on  Human  Rights,    for  which  I 
have  worked  for  the  past  seven  years. 

The  Citizens  Commission  on  Human  Rights   (CCHR)   is  an 
international  organization  which  has  been  investigating  and 
exposing  psychiatric  violations  of  human  rights  since  1969,  when 
it  was  established  by  the  Church  of  Scientology.     CCHR  was 
recognized  in  1986  by  the  United  Nations  for  its  work 
internationally  to  reform  the  field  of  mental  health  and  preserve 
the  rights  of  individuals  under  the  Universal  Declaration  of 
Human  Rights. 

Our  commission  is  very  concerned  about  the  extensive  mental 
health  benefits  proposed  in  the  Health  Security  Act  of  1993  for 
several  reasons,   but  the  foremost  is  cost. 

According  to  documents  obtained  from  various  organizations, 
the  costs  of  covering  mandated  mental  health  in  the  fashion  that 
President  Clinton  envisions  will  be  astronomical!     We  are  asking 
Congress  not  mandate  mental  health  coverage  for  all  Americans, 
given  the  fact  that  a  recent  survey  showed  that  only  22.5%  of 
Americans  have  ever  consulted  a  mental  health  professional,  but 
to  make  it  an  optional  benefit  for  those  who  want  it. 

A  1992  study  by  Blue  Cross  Blue  Shield  revealed  that  when 
individual  states  mandated  health  coverage,   one  of  the  most 
expensive  individual  benefits  was  estimated  to  be  mental  health 
services.     Businessmen  will  find  it  very  difficult  to  cover  80% 
of  the  premiums  for  health  care  for  their  employees,  especially 
if  very  expensive  psychiatric  care  is  included. 

Mr.  Chairman,   we  are  urging  members  of  this  subcommittee  and 
members  of  other  committees  and  subcommittees  who  will  be  dealing 
with  the  health  care  reform  issue  to  institute  cost  containment 
measures  including  non-payment  of  any  ineffective  psychiatric 
services  based  on  unbiased  "outcomes  studies"   including  patient 
"satisfaction  surveys". 

Also,   we  are  urging  you  to  implement  stiff  federal  criminal 
penalties  for  psychiatric  insurance  fraud.     We  believe  these 
measures  will  save  the  country  billions  in  health  care  costs  and 
increase  the  quality  of  care. 
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I  have  submitted  for  the  record  a  copy  of  an  Executive 
Summary  which  our  commission  has  prepared  that  gives  an 
indication  of  what  the  true  costs  of  mandating  mental  health  will 
be.     The  Argument  Against  Mandated  Mental  Health  Coverage:  How 
Greed.   Fraud  and  Abuse  Will  Bankrupt  The  Health  Care  System 
covers  cost  information  culled  from  various  sources  such  as  Blue 
Cross  Blue  Shield,  A.   Foster  Higgins,  Hewitt  Associates,  American 
Psychiatric  Association,   the  former  House  Select  Committee  on 
Children,  Youth  and  Families  and  the  U.S.   Department  of  Health 
and  Human  Services. 

Just  one  quote  from  this  Executive  Summary  sums  up  what  we 
face  as  a  nation  should  mental  health  be  part  of  a  mandated 
benefits  package: 

"...mandates  typically  increased  utilization,   resulting  in 
higher  total  cost."  -  Blue  Cross  Blue  Shield  Association  -  Impact 
of  State  Basic  Benefit  Laws  on  the  Uninsured. 

Again,  thank  you  for  this  opportunity  to  express  our 
commission's  concerns  about  this  very  important  issue. 
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THE  ARGUMENT  AGAINST  MANDATED  MENTAL  HEALTH  COVERAGE: 

HOW  GREED,   FRAUD  AND  ABUSE 
WILL  BANKRUPT  THE  HEALIU  CARE  SYSTEM 


Mental  Health  Costs 

U.S.  companies*  average  cost  per  etnpioyee  - 

$3501  1 


1987  1988  r>^,-1983  -  199Q  ;  1991 
Source:  A  foster  Higgm,S  Co: 


407 


EXECUTIVE  SUMMARY 

According  to  the  Health  Insurance  Association  of  America, 
typical  insurance  plans  now  cover  33  days  of  psychiatric  inpatient 
care,  but  President  Clinton's  "limited"  mental  health  coverage  will 
cover  up  to  60  days  inpatient  care  by  1998,  then  unlimited 
inpatient  care  by  the  year  2001!  For  outpatient  psychotherapy,  the 
typical  plan  now  covers  90  visits  a  year,  but  the  Clinton  plan  will 
cover  unlimited  visits  by  the  year  2001! 

Contained  herein  is  a  brief  summary  of  relevant  documents 
which  show  that  the  psychiatric  profession  is  the  last  field  which 
should  be  trusted  with  a  blank  check  from  the  Federal  Government, 
i.e.    "mandated  mental  health  coverage." 


GOVERNMENT  RECOGNIZES  PSYCHIATRIC  FRAUD  AND  ABUSE 

January  1986  -  A  1985  U.S.  Department  of  Justice  Report  cited  a 
disproportionate  number  of  the  physicians  kicked  out  of  Medicare 
and  Medicaid  programs  for  fraud  and  abuse  were  psychiatrists. 
While  psychiatrists  made  up  8  percent  of  the  physicians  in  the 
United  States,  they  accounted  for  18  percent  of  the  physicians 
suspended  from  Medicare  and  Medicaid  over  a  15  year  period.  This 
was  the  worst  performance  of  any  group  within  the  medical  field. 


BUSINESSES  RECOGNIZE  THE  NEED  TO  LIMIT  MENTAL  HEALTH  COVERAGE 

October  1986  -  Hewitt  Associates  -  Survey  of  Company  Practices  in 
Mental  Health  Coverage  -  "Of  the  93%  of  survey  companies  that 
reported  that  mental  health  benefits  are  covered  under  the  medical 
plan  and  subject  to  a  set  of  limits  specific  to  mental  health 
coverage,  71%  reported  specifics  limits  for  both  inpatient  and 
outpatient  treatment." 


COST  OF  HEALTH  CARE  HIGHER  FOR  MENTAL/SUBSTANCE  ABUSE  TREATMENT 

May  1989  -  Blue  Cross  and  Blue  Shield  of  Tennessee ( BCBST )  -  Mental 
Health  Utilization  "An  examination  shows  that  mental  health 
patients  and  their  families  consume  an  inordinate  amount  of  health 
care  services:  1.5  to  2  times  the  amount  of  professional 
ambulatory  care,   when  compared  to  other  health  consumers." 

"Between  1986  and  1987  BCBST  experienced  an  overall  decrease 
in  days  per  1,000  enrollees.  The  experience  for  both  Psychiatric 
and  Substance  Abuse  was  contrary  to  this  trend.  Psychiatric  days 
per  1,000  enrollees  increased  by  7.7  percent;  Substance  Abuse  days 
per  1,000  enrollees  rose  36.8  percent." 
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"Average  payments  in  1987  associated  with  psychiatric  patients 
and  their  families  were  slightly  over  twice  the  average  payments 
for  patients  and  families  not  having  psychiatric  admissions." 

"Average  payments  associated  with  Substance  Abuse  patients  and 
their  families  were  1.5  times  higher  than  the  average  payments  for 
patients  and  families  not  having  substance  abuse  admissions." 

"Recidivism  was  a  factor  in  psychiatric  experience. 
Recidivists  comprised  17.6  percent  of  the  psychiatric  patients  and 
37.7  percent  of  the  payments." 

"The  average  professional  ambulatory  payment  for  mental  health 
patients  was  3.6  times  higher  than  the  average  payment  for  other 
patients.  When  total  family  expenditures  were  examined,  the 
average  payment  per  family  with  mental  patients  was  3.1  times 
higher  than  the  average  payment  per  family  with  no  mental  health 
patients . " 


BUSINESSES  FIND  IT  DIFFICULT  TO  MANAGE  COSTS  FOR  MENTAL  TREATMENT 

1989  -  A.  Foster  Higgins  -  Health  Care  Benefits  Survey  1989  - 
Mental  Health  and  Substance  Abuse  Benefits  -  "52  percent  of  the 
survey  participants  responding  to  questions  about  costs  said  they 
were  unable  to  determine  expenditures  for  mental  health  benefits. 
76  percent  of  employers  with  fewer  than  500  employees  were  unable 
to  measure  their  mental/substance  abuse  experience." 

"Most  large  organizations,  however,  fared  far  worse  than  these 
figures  suggest.  While  costs  remained  relatively  flat  for  employers 
with  fewer  than  5,000  employees,  employers  with  5,000  employees  or 
more  experienced  an  average  cost  increase  of  4  7  percent  and  per 
employee  costs  averaging  $297." 


RAMPANT  FRAUD  AND  ABUSE  IN  THE  PSYCHIATRIC  SYSTEM 

April  14,  1991  -  ST.  PETERSBURG  TIMES  -  "Thousands  of  people  have 
been  hospitalized  for  psychiatric  treatment  they  didn't  need,"  said 
Jim  Kent,  vice  president  of  Mental  Health  Programs  Corp. ,  a  managed 
care  company  in  Tampa. 

"Based  on  review  of  patient  records,  as  much  as  80  percent  of 
adolescents  and  50  percent  of  adults  admitted  do  not  need  to  be 
hospitalized,   Kent  said." 

"The  ultimate  driving  force  is  the  profit  motive,"  Kent  said. 

"There  is  such  flagrant  abuse ... [T] hese  patients  are  being 
damaged  and  ripped  off  mentally,"  said  Charlotte  Sudakov,  a  nurse 
who  reviews  cases  for  the  Managed  Health  Network  in  Los  Angeles. 
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"Although  insurance  companies  were  tightening  rules  for 
medical  and  surgical  care,  they  usually  did  not  challenge 
psychiatric  bills." 

"Faced  with  high  bills  for  thousands  of  patients,  mental 
health  insurance  costs  went  through  the  roof.  In  1989  alone,  the 
cost  for  psychiatric  benefits  increased  by  47  percent,  shows  a 
study  by  A.  Foster  Higgins  &  Co.  .  a  benefits  consulting  company. 
Those  costs  were  passed  along  to  virtually  everyone  who  pays  health 
insurance . " 


COSTS  FOR  PSYCHIATRIC  TREATMENT  SKYROCKETED  IN  1980*S 

May  20,  1991  -  MODERN  HEALTHCARE  -  "Costs  per  enrollee  for 
psychiatric  treatment,  including  substance  abuse,  rose  12.7  percent 
to  $1,152  in  1988  from  $1,022  in  1986,  according  to  the  latest  data 
available  from  the  American  Psychiatric  Association." 


BUSINESSES  FIGHT  TO  KEEP  COSTS  DOWN 

December  5,  1991  -  NEWSDAY  -  "A  recent  nationwide  survey  by  A. 
Foster  Higgins  found  that  87  percent  of  employers  limited  benefits 
for  inpatient  psychiatric  treatment  of  mental  disorders  and 
substance  abuse  treatment  in  1989,  up  from  75  percent  in  1988.  And 
more  than  half  had  begun  limiting  the  amount  that  could  be  spent  on 
inpatient  care  over  a  lifetime,  a  $50,000  cap  is  typical." 

"It  now  costs  $100  to  $200  an  hour  to  visit  a  psychiatrist  in 
the  New  York  Metropolitan  area,  compared  to  $30  to  $50  per  visit  to 
see  a  general  practitioner  -  although  a  GP  can  see  three  or  four 
patients  in  an  hour.  And  hospitalization  in  a  private  psychiatric 
hospital  can  cost  as  much  as  $1,000  a  night." 

"Companies  that  neither  switched  to  managed  care  nor  put 
limits  on  inpatient  costs  for  these  treatments  spent  $282  per 
employee  on  claims,  or  23  percent  more  than  those  that  had  limits," 
the  consulting  firm  A.   Foster  Higgins  said. 

"The  costs  for  psychiatric  care  and  substance  abuse  were 
increasing  at  double  the  rate  of  our  other  health-care  costs,"  said 
IBM  spokesman  Pat  Stenson. 

"The  insurance  industry  says  these  fields  have  a  high 
incidence  of  unnecessary  treatments.  While  there  have  been  no 
national  studies  reviewing  inappropriate  admissions  in  mental 
health,  a  study  done  this  year  by  Blue  Cross/Blue  Shield  of 
Michigan  found  that  38  percent  of  the  days  patients  spent  in 
hospitals  for  mental  and  substance  abuse  treatment  appeared  to  be 
unnecessary.  The  study,  whose  findings  were  based  on  539  cases  at 
61  hospitals,  concluded  that  many  patients  did  not  have  to  be 
admitted  or  were  well  enough  to  be  discharged  earlier  and  be 
treated  on  an  outpatient  basis." 
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CONGRESS  INVESTIGATES  PSYCHIATRIC  FRAUD  AND  ABUSE 

April  17,  1992  -  Hearing  by  the  House  Select  Committee  on  Children. 
Youth  and  Families  -  Texas  State  Senator  Mike  Moncrief  stated,  "We 
have  uncovered  some  of  the  most  elaborate,  aggressive,  creative, 
deceptive,  immoral  and  illegal  schemes  being  used  to  fill  empty 
hospital  beds  with  insured  and  paying  patients. " 

Chairwoman  Pat  Schroeder's  opening  statement  included  these 
remarks:  "The  nationwide  investigation  conducted  by  the  Select 
Committee. . .found  unethical  and  disturbing  practices  in  inpatient 
psychiatric  care  from  coast  to  coast.  The  following  are  but  a  few 
of  the  shocking  revelations  that  have  been  uncovered:  Thousands  of 
adolescents,  teenagers,  and  adults  have  been  hospitalized  for 
psychiatric  treatment  that  they  didn't  need;  Hospitals  that  hire 
"bounty  hunters"  who  'kidnap'  patients  with  mental  health 
insurance;  patients  kept  against  their  will  until  their  insurance 
benefits  ran  out;  psychiatrists  being  pressured  by  the  hospitals  to 
alter  their  diagnosis  to  increase  profits;  bonuses  paid  to  hospital 
employees,  including  psychiatrists,  for  keeping  the  hospital  beds 
filled;  and  military  dependents  being  targeted  for  their  generous 
mental  health  benefits." 

"According  to  a  briefing  I  received  from  the  Department  of 
Justice,  current  intelligence  shows  that  psychiatric  hospitals  and 
clinics  are  defrauding  Government  programs  and  private  insurers  of 
hundreds  of  millions  of  dollars  annually.  Patients  have  been 
forcibly  admitted  into  psychiatric  treatment  programs  in  situations 
where  they  posed  no  threat  to  the  community  of  themselves. 
Investigations  by  the  FBI  to  date  have  disclosed  billings  to  the 
Government  in  the  hundreds  of  millions  of  dollars." 


STATE  MANDATES  FOR  MENTAL  HEALTH  CREATED  "BOOM"  FOR  PSYCHIATRY 

1992  -  Mental  Health.  United  States.  1992  -  U.S.  Department  of 
Health  and  Human  Services  -  "The  number  of  beds  in  separate 
psychiatric  inpatient  services  of  non-Federal  general  hospitals 
rose  slowly  but  steadily  between  1970  and  1980,  from  22,394  to 
29,384,  but  increased  substantially  during  the  1980*s  to  48,421 
beds  in  1988." 

"Expenditures  in  private  psychiatric  hospitals  increased 
dramatically  between  1969  and  1988,  reaching  almost  $4.6  billion, 
or  more  than  20  times  the  expenditures  of  $220  million  in  1969." 


MANDATES  TYPICALLY  INCREASED  UTILIZATION 

December  1992  -  Blue  Cross  Blue  Shield  Association  -  Impact  of 
State  Basic  Benefit  Laws  on  the  Uninsured  -  ..."[W]hile  the  cost  of 
a  particular  benefit  may  not  be  large,  available  evidence  indicates 
the  cumulative  cost  of  multiple  mandates  can  be  very  large.  A  new 
survey  of  Blue  Cross  and  Blue  Shield  Plans  indicates  that  the  added 
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cost  of  mandates  varies  significantly  from  state  to  state." 

"The  most  expensive  individual  benefits  were  estimated  to  be 
substance  abuse  treatment  services  and  mental  health  care 
services . " 

"The  cost  magnitude  reported  in  the  survey  is  generally 
consistent  with  independent  studies  that  have  measured  the  effect 
on  premiums  of  state  mandated  benefits." 

"The  survey  also  queried  Blue  Cross  and  Blue  Shield  plans  as 
to  whether  the  existence  of  mandated  benefits  has  resulted  in  net 
savings  by  shifting  the  delivery  of  services  to  a  more  cost- 
effective  setting  or  health-care  provider.  All  but  two  of  the 
respondents  said  in  their  experience,  mandates  typically  increased 
utilization,  resulting  in  higher  total  cost. " 

"In  Maryland,  for  instance,  the  Blue  Cross  and  Blue  Shield 
plan  found  that  outpatient  mental  health  care  visits  rose 
dramatically  once  coverage  for  them  was  expanded  under  the  mandate, 
from  448,000  in  1983  to  800,000  in  1986,  and  average  growth  rate  of 
21%  per  year.  There  was  no  offsetting  decline  in  the  utilization 
of  inpatient  mental  health  care  services," 

MORE  THAN  600  AGENTS  FROM  FBI  AND  OTHER  FEDERAL  AGENCIES 
RAID  HOSPITAL  CHAIN  LOOKING  FOR  EVIDENCE  OF  CRIMINAL  MISCONDUCT 

August  27,  1993  -  WALL  STREET  JOURNAL  -  National  Medical  Facilities 
Raided  By  U.S.  Agents  -  "The  probe,  one  of  the  largest  ever  against 
a  hospital  company,  is  the  latest  sign  of  the  government's 
heightened  interest  in  health-care  fraud  and  abuse," 

"The  widening  government  probe  could  include  allegations  that 
the  company  paid  'bounty  hunter*  fees  to  obtain  psychiatric 
patients  and  misdiagnosed  patients  so  it  could  increase  insurance 
recoveries,  analysts  said." 

"Besides  the  FBI,  agencies  involved  in  the  investigation,,, 
include  the  Inspector  General's  Office  of  the  Department  of  Health 
and  Human  Services,  the  Defense  Criminal  Investigative  Service,  the 
Postal  Inspection  Service  and  the  Internal  Revenue  Service." 


AS  THIS  EVIDENCE  SHOWS,  IF  THE  FEDERAL  GOVERNMENT  MANDATES 
MENTAL  HEALTH  COVERAGE  FOR  ALL  AMERICANS,  THE  PSYCHIATRIC 
PROFESSION  WILL  ATTEMPT  TO  MAXIMIZE  THE  UTILIZATION  OF  THOSE 
BENEFITS,  WHETHER  PATIENTS  NEED  TREATMENT  OR  NOT,  AND  THE  COST  OF 
HEALTH  CARE  IN  AMERICA  WILL  SPIRAL  EVEN  FURTHER  OUT  OF  CONTROL. 
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Testimony  to  the 
Health  and  the  Environment  Subcomittee 
of  the  Committee  on  Energy  and  Commerce 
on  the  Mental  Health  Provisions  of  HR  1757 
The  Health  Security  Act  of  1993 


COALITION    OF  ORGANIZATIONS 

Submitted  by:  American  Academy  of  Child  and  Adolescent  Psychiatry 

American  Association  for  Marriage  and  Family  Therapy 
American  Association  for  Partial  HospKalization 
American  Association  of  Children's  Residential  Center's 
American  Association  of  Pastoral  Counselors 
American  Association  of  Psychiatric  Services  for  Children 
American  Association  of  Private  Practice  Psychiatrists 
American  Counseling  Association 
American  Family  Foundation 
American  Occupational  Therapy  Association 
American  Psychiatric  Association 
American  Psychiatric  Nurses  Association 
American  Psychoanalytic  Association 
American  Psychological  Association 
American  Society  for  Adolescent  Psychiatry 
Anxiety  Disorders  Association  of  America 
Association  for  the  Advancement  of  Psychology 
Bazelon  Center  for  Mental  Health  Law 
Children  and  Adults  with  Attention  Deficit  Disorders 
Child  Welfare  League  of  America 
Cult  Awareness  Network 
Family  Service  America,  Inc. 
Federation  of  Families  for  Children's  Mental  Health 
International  Association  of  Psychosocial  Rehabilitation  Services 
National  Association  for  Rural  Mental  Health 
National  Association  of  Counties 
National  Association  of  Homes  and  Services  for  Children 
National  Association  of  Psychiatric  Treatment  for  Children 
National  Association  of  Protection  and  Advocacy  Systems 
National  Association  of  Social  Workers 
National  Association  of  State  Mental  Health  Program  Directors 
National  Community  Mental  Health  Care  Council 
National  Depressive  and  Manic  Depressive  Association 
National  Federation  of  Societies  for  Clinical  Social  Work 
National  Foundation  for  Depressive  Illness 
National  Mental  Health  Association 
National  Organization  of  State  Associations  for  Children 
Society  for  Education  &  Research  in  Psychiatric-Mental  Health  Nursing 


For  further  Information,  call:  Joe  Manes,  Bazelon  Center,  (202)  467-5730: 
Peter  Newbould,  American  Psychological  Association.  (202)  336-5889 
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TESTIMONY  TO  THE 
HEALTH  AND  THE  ENVIRONMNENT  SUBCOMMITTEE 
OF  THE  COMMITTEE  ON  ENERGY  AND  COMMERCE 
ON  THE  MENTAL  HEALTH  PROVISIONS  OF  HR  1757, 
THE  HEALTH  SECURITY  ACT  OF  1 993 
DECEMBER  8,1993 

Chairman  Waxman,  Mr.  Bliley,  Members  of  the  Committee: 

The  undersigned  mental  health  organizations  are  pleased  to  present  our  views  on  mental  health 
provisions  in  the  Health  Security  Act.  Thank  you  for  making  our  views  part  of  the  record  of  the  hearing  you 
hekt  on  December  8. 

The  hearing  permits  us  to  examine  the  nwunting  evidence  that  mental  health  benefits  are  a  sound 
investment  in  the  healthcare  of  our  nation  and  to  correct  erroneous  notions  about  the  cost  and  effectiveness 
of  mental  health  treatment.  It  also  provides  us  the  opportunity  to  evaluate  HR  1 757,  the  Administration  bifl 
introduced  on  November  20,  from  the  viewpoint  of  people  who  need  mental  health  services. 

We  commend  the  President  and  Hillary  Rodham  Clinton  for  their  leadership  in  bringing  healthcare 
reform  to  the  fore.  And  we  want  particularly  to  ackrtowledge  the  valiant  efforts  of  Tipper  Gore,  who  headed 
the  work  group  on  mental  health  and  has  been  an  ardent  and  eloquent  champion  of  mental  health  serviCM 
from  the  beginning. 

Quf  Po«ttk>n  on  Mental  Health  Benefits  in  Health  Care  Reform  Laoiilation 

Our  position  Is  clear  and  explicit:  mental  health  care  must  bean  integral  part  of  healthcare  reform. 
Some  of  us  may  emphasize  one  element  of  the  overall  benefit  and  some  another,  according  to  the  needa 
of  our  particular  constituencies.  But  we  stand  united  behind  the  foBowing  principle:  Mental  health  beneflls 
must  be  provided  through  a  system  of  organized  care,  with  a  ful  eontinuum  of  services,  and  must  not  be 
subject  to  arbitrary  Mts  in  amount  or  duration  of  services  which  are  not  imposed  on  other  healthcare 
benefha.  The  position  hes  found  significant  support  in  Congress.  Over  218  members  of  the  House  and  18 
Senators  have  endorsed  concurrent  resohitions  calling  for  parity  and  the  inclusion  of  a  comprehensive  mental 
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haatth  benefit  within  any  haatthcare  reform  inittativa. 

Without  a  comprahensrva  flexibie  array  of  mental  haatth  service*,  the  basic  benefits  oaclcsoe  wis 
neither  serve  the  essential  needs  of  the  poputation  nor  be  cost  effective.  We  ask  you  to  soundly  re^ea  the 
spurious  reasorvng  that  aroues  aeairm  comprehensive  mental  heaith  eowaraoe.  Much  of  rt  is  based  on 
conditions  which  no  longer  exist  Bn6  assumptions  that  are  badiy  outdated.  This  coverage  is  far  too 
important  to  our  nation  arMi  to  the  mMons  of  people  who  suffer  from  mental  disorders  to  allow  it  to  be 
buried  under  the  dust  of  antiquity. 

The  Positive  Bamants  in  the  HeaHh  Seeuritv  Act  of  1 993 

The  ainton  plan  has  many  broad  features  that  are  daarfy  in  the  best  interests  of  the  general  pubic 
as  waU  as  people  with  mental  disorders.  Most  importantty,  it  assures  universal  coverage  to  ail  lawful 
residents  regardless  of  ir>come  arxl  job  status.  In  disproportionate  numbers  people  with  serious  mental 
illnesses  now  are  without  health  coverage  at  all  because  they  are  not  in  the  woric  force. 

Further,  the  proposal  abminatas  annual  and  lifetime  dollar  limits  on  heatthcare  services,  abolahtt 
pre-existing  condition  exclusions,  includes  coverage  for  assessment,  diagnosis  and  crisis  intervention,  craatas 
a  new  community-basad  long-term  care  program,  and  stresses  prevention  and  early  intervention.  Thasa 
aspects  of  the  plan  are  tremendousty  important  to  our  constttuer>cies.  We  also  recognize  the  signifieant 
valua  of  the  overall  bar>effts  package  to  the  populations  for  which  wa  advocate.  After  aN.  individuals  with 
mental  illrmsas  get  other  itnettt*  too. 

The  Admintstration's  proposal  malcas  mental  haatth  services  an  integral  part  of  the  basic  benefits 
package.  K  dearty  articulatas  the  principle  of  parity  between  the  treatmem  of  mental  illness  and  other 
illnasses  by  committing  to  ful  comprahensrve  benafiu  without  arbitrary  imits  on  January  1 ,  2001 ,  three 
years  after  the  onset  of  the  program.  However,  until  ful  equity  is  aehiwad.  the  interim  mental  health 
benefits  in  HR  1757  contain  severe  imitt  on  amount  and  duration  and  excessive  copaymants  which 
substantialy  intarfere  with  their  accaswbirtv  by  paople  with  memal  Iness.  EBgibBity  for  mental  heafth 
services  should  be  determinad  on  the  basts  of  madieai  or  psychological  neeesi^,  not  by  overfy  restriettva 
criteria  like  ife  endanger  ment.  Wa  discuss  the  proWams  with  the  interim  bar>efit  in  more  detai  below. 
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Our  ObiaetivM  for  Healthcare  Reform 

As  the  deiibefatior>s  around  healthcare  reform  unfold,  there  are  key  objectives  our  organizations  arul 
the  people  they  represent  want  Congress  to  pursue: 

♦  Congress  should  endorse  and  enact  the  Administration's  commitment  to  full  coverage  for  memal 
health  services  to  begin  on  the  date  of  initial  implementation  of  the  plan  rather  than  in  2001 . 

♦  Congress  should  remove  the  discriminatory  barriers  to  access  for  low-income  people  with  mentaL 
disorders  caused  by  copayments  and  inadequate  subsidies. 

♦  Congress  should  add  incentives  to  assist  the  integration  of  public  and  private  mental  health 
providers  to  end  the  two-tier  system  of  care  prevailing  today. 

♦  Congress  should  assure  that  each  health  plan  permits  maximum  consumer  choice  in  provider 
selection  and  participation  in  treatment  planning,  confidentiality  of  records  and  due  process  procedures. 

♦  Congress  should  require  that  quality  assurance  standards  and  access  to  services  are  supported 
by  monitoring  mechanisms  to  assure  that  consumers  receive  the  anriount  and  level  of  care  they  need. 

Why  equity  Now 

The  Clinton  plan  for  health  care  reform  contains  a  firm  unequivocal  commitment  to  comprehensive 
mental  health  services  in  2001,  three  years  after  the  effective  date  for  implementing  the  Act.  The  date  is 
not  dependent  on  any  other  factor  such  as  approval  of  the  state  plan  for  integrating  mental  health  services 
or  cost  savings  in  the  interim  period.  We  appreciate  the  Administration's  commitment  to  eventual  equity. 
However,  we  urge  equal  treatment  for  mental  and  physical  disorders  when  the  overall  program  goes  into 
effect  in  1998.  We  agree  with  Senator  Wellstone,  who  reminded  us  in  his  Roll  Call  article  that  those  in 
need  cannot  wait  until  2001  for  the  phase-in.'* 

There  are  compelling  public  policy  reasons  for  making  comprehensive  benefits  available  from  th« 
start  rather  than  2001 .  The  absence  of  a  comprehensive  benefit  will  perpetuate  unnecessary  national  costs 
for  mental  illness,  both  within  and  outside  the  health  care  system.  Coverage  for  a  full  continuum  of  mental 
health  services  is  essential  to  ensuring  access  to  care  in  the  most  appropriate  and  cost-effective  setting. 

^Wellstone,  P.,  'Mental  Health  Care  is  a  Right  for  All,  Too:  But  Clinton  Plan  Relies  Too  Much  on  Inpatient 
Treatment,  May  Make  Cost  Too  High  to  Afford,'  Roll  Call  Health  Care  Reform  Policy  Briefing,  October  18, 
1993. 
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Until  the  phase-in  occurs,  care  will  be  limited  by  the  services  covered  rather  than  the  services  the  patient 
needs.  The  imbalance  can  inflate  mental  health  care  costs  over  the  short  term  and  thereby  fuel  the 
arguments  of  some  who  assert  that  mental  health  services  are  too  expensive. 

The  societal  payoffs  of  effective  services  for  people  with  severe  mental  illness  are  large:  increased 
earning  power,  less  dependency  on  public  programs  of  support,  reduced  pressue  on  the  correctiorwl  system, 
fewer  social  problems.  Individuals  and  their  families  can  be  reintegrated  and  their  personal  satisfaction 
enhanced.  Experts  even  project  about  a  1 0%  reduction  in  general  health  care  costs,  as  proper  mental  health 
care  will  reduce  use  of  the  general  health  system.' 

The  three  year  period  between  erwctment  of  the  plan  in  1994  and  implementation  in  1998  is 
sufficient  time  for  providers  to  develop  the  management  capacity  and  procedures  to  properly  administer  a 
comprehensive  plan.  Artificial  limits  on  care  are  not  only  costly  to  the  consumer  but  unnecessary  as  well. 
The  linf>fts  create  disincentives  to  nwve  toward  a  truly  flexible  comprehensive  benefit  in  2001 . 

Finally,  we  are  fearful  that  2001  may  never  arrive  for  those  suffering  from  mental  disorders  if  fuN 
implementation  is  delayed.  The  goal  may  be  made  hostage  to  the  achievement  of  cost  savir>gs  or  other 
considerations  that  could  excuse  the  Administration  and  Congress  from  the  promise  of  equitable  coverage. 
Deficiencies  in  HR  17S7  for  Peonle  with  Mental  Wneas 

The  President's  interim  plan  for  memal  health  services  raises  a  number  of  serious  problems  for 
people  with  mental  illness  which  demonstrate  why  a  limited  benefit  is  unworkable.  We  have  divided  our 
concerns  into  two  sections,  the  f^st  relates  to  the  mental  health  benefit  provisioru;  the  second,  to  problems 
in  other  parts  of  the  bifl  which  have  serious  consequences  for  people  with  mental  illness. 

A.  Defects  in  the  Interim  Mental  Health  Benefit 

1 .  Limitatioru  on  Inpatient/Residential  Services 

HR  1757  permits  extension  of  inpatient/residential  services  beyond  30  days  only  on  the  basis  that 
the  patient  is  a  threat  to  himself  or  others,  needs  drug  regimen  adjustment  or  requires  somatic  therapy. 
These  limited-  bases  represent  interference  with  the  patient's  abHity  to  obtain  appropriate  treatment.  Medical 

'See  p.  12,  fn  16-19.  For  example.  Strain,  JJ.,  Lyons.  J.S.  and  J.S.  Harrwner.  'Cost  Offset  from  a 
Psychiatric  Consuitation4Jaison  Intervention  with  Elderly  Kip  Fracture  Patienu.'  American  Journal  of 
Psychiatry,  Vol.  148  (8)  August  1991. 
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and  psychological  necessity  should  be  the  criteria  for  determining  length  of  stay.  The  tradeoff  features  in 
the  benefit  compound  the  problem.  For  example,  after  drawing  down  30  inpatient  days  to  use  the  first  60 
days  of  the  intensive  nonresidential  benefit,  individuals  may  find  they  have  'lost'  access  to  the  inpatient 
benefit  because  of  the  overly  strict  criteria  for  obtaining  additional  days. 

2.  Restrictions  in  Intensive  Non-residential  Treatment 

The  intensive  non-residential  benefit  offers  a  bold  and  progressive  approach  to  treating  people  with 
serious  mental  illness.  However,  it  contains  conditions  which  make  the  services  difficult  to  access.  The 
initial  60-days  are  available  only  on  the  basis  of  trade-offs  for  inpatient  care.  This  arrangement  forces 
individuals  whose  illnesses  are  often  unpredictable  to  relinquish  their  inpatient  safety  net  to  utilize  community 
based  intensive  services.  The  choice  places  an  inappropriate  decision  burden  on  people  with  mental  illness. 
Their  conclusion  is  likely  to  be  based  on  fear  rather  than  clinical  appropriateness. 

To  use  the  second  sixty  days,  an  individual  must  pay  both  a  one-day  deductible  and  50% 
copayment.  Even  in  the  low-copay  plans,  using  the  60  days  will  cost  the  individual  $1 500,  none  of  which 
counts  toward  the  out-of-pocket  limit  on  the  individuals  total  health  expenditures. 

Further,  while  the  benefit  specifies  four  'treatment  purposes,'  it  also  permits  plans  to  employ  their 
own  criteria  for  determining  who  can  receive  services.  This  discretion  can  result  in  plans  choosing  the 
narrowest  treatment  purpose,  thus  further  limiting  access. 

The  combination  of  trade-offs  and  high  co-payment  requirements  diminishes  the  value  of  this 
innovative  approach  as  an  alternative  to  more  expensive  inpatient  care.  Only  if  these  services  are  fully 
available  will  consumers  have  a  true  choice  to  utilize  the  least  restrictive  environment. 

3.  Confusion  on  Psychotherapy  Substitution 

The  bill  attempts  to  offset  a  totally  inadequate  30-visit  benefit  with  a  provision  that  allows  health 
plans  the  discretion  to  substitute  four  outpatient  psychotherapy  visits  for  one  day  of  hospital  care  to  reduce 
or  shorten  hospitalization.  It  is  unclear  whether  the  plan's  discretion  applies  to  determining  the  individual 
situations  where  the  substitution  is  applicable  or  the  availability  of  substitution  entirely.  If  the  latter,  the 
provision  can  create  serious  adverse  selection  problems,  as  discussed  below.  Patients  who  reach  maximum 
limits  on  outpatient  psychotherapy  (as  with  other  limited  services  in  the  bill)  are  faced  with  the  same  difficult 
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and,  in  some  cases,  life  threatanino  situation:  no  coveraga  for  needed  services.  Unlilce  any  other  health 
benefit,  individuals  suffering  from  a  mental  disorder  are  forced  to  accept  arbitrary  and  discriminatory  limits 
on  care  vital  to  their  recovery. 

4.  bwdequate  Incentives  to  Integrate  Public  and  Private  Systems 

At  the  presem  time,  there  are  two  tiers  of  mental  health  services:  the  publicly  funded  state  system 
which  serves  as  a  safety  net  for  the  most  seriously  W;  and  the  private  system  which  relies  on  multiple 
funding  sources,  including  a  significant  percentage  of  private  pay  patients.  Together  with  the  President,  we 
support  the  integration  of  these  two  systems.  Under  an  integrated  approach,  the  role  of  the  public  system 
undoubtedly  will  change-probably  by  movir>g  away  from  acute  service  deivary  towerd  en^hasis  on  support 
services,  quality  assurance  and  irmovation.  Congress  should  assist  the  process  by  creating  incentives  for 
states  to  integrate  their  system  with  the  national  plan  while  protecting  those  vulnerable  populations  who  wiH 
be  at  risk  if  state  mental  health  service  dollars  are  diverted  into  other  purposes.  In  addition,  we  recommend 
that  Congress  authorize  the  states,  applying  Federal  standards,  to  designate  publicly  supported  mental  health 
and  substance  abuse  programs  as  essential  communitY  providers  to  ensure  that  people  in  low  income  areas 
wiN  have  eccess  to  services  ena  promote  the  integration  of  the  pubHc  and  private  systems. 

5.  Cut-back  on  CoBateral  Services 

The  latest  revision  to  the  plan  reduces  the  mental  health  benefit  by  including  collateral  services  for 
family  members  within  the  already  inadequate  30-visit  limit  on  psychotherapy.  In  the  October  27  draft  bM, 
30  visits  for  collateral  services  virere  in  addition  to  psychotherapy.  Visits  with  family  members  are  often 
highly  effective  means  for  treating  the  individual  with  mental  illness. 

6.  Barriers  to  Services  for  Children 

The  interim  benefit  creates  barriers  and  disincentives  to  services  for  children.  The  requirement  that 
the  individual  pose  a  threat  to  NmsaH  or  others  to  receive  residential  treetment  beyond  30  days  is  wholy 
inappropriate  for  chidren.  SimAariy,  having  to  substitute  home-based,  behavioral  aide  or  day  treatmarK 
services  for  residential  care  wil  leave  parents  with  seriously  ill  youngsters  with  fewer  future  choices.  They 
may  forego  effective  community  treatment  in  order  not  to  tose  their  residential  safety  net.  The  high 
copayments  may  be  a  particular  barrier  for  chiMren  who  are  dependent  on  others  to  gain  access  to  needed 
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traatment. 

Instead  of  building  barriars  and  disincantivas,  public  policy  should  activaly  ancouraga  aarty 
idantification  and  intarvention  for  childhood  problams.  Tha  Clinton  plan  endorses  this  approach  for 
conditions  other  than  mental  illness.  The  failure  to  do  so  for  our  children  only  results  in  devastated  young 
lives  and  higher  future  costs  as  untreated  problems  worsen  into  disability. 

7.       Inappropriate  Services  for  People  with  Dual  Diagnoses 

People  with  substance  abuse  disorders  and  mental  illness  are  particularly  at  risk  of  undertreatmant 
because  the  limits  on  services  apply  to  both  conditior^.  The  needs  of  a  dually  diagnosed  individual  may 
quickly  exceed  the  limits  in  the  interim  benefits  package.  The  effect  will  be  that  people  with  substance 
abuse  disorders  and  mental  illness  will  be  forced  to  obtain  care  in  the  overburdened  public  system  much 
sooner  than  others  not  so  seriously  impaired.  We  recommend  that  Congress  recognize  the  special  situation 
of  the  dually  diagnosed  population.  Only  a  comprehensive  benef  it  would  accurately  responds  to  their  needs. 

B.  Other  Weaknesses  of  Particular  Concern  to  People  with  Mental  Ulnass 

1 .  Caps  on  Premkfln  Subsidy 

Tha  plan  contains  premium  subsMias  to  tow  income  individuals  and  smaH  busirtassas.  H  tha 
subsidias  required  in  a  given  year  exceed  the  estimates  for  the  year,  an  additional  appropriation  is  needed. 
Wa  believe  the  failure  to  make  the  subsidy  payments  automatic  potentially  threatens  guaranteed  access  to 
care.  If  Congress  fails  to  ertact  additional  revenues,  the  plarts  can  pare  bade  benefits.  Given  tha  Nstoric 
stigma  associated  with  mental  Iness  and  substance  abuse,  we  fear  these  benefits  wiH  be  cut  first  whan 
shortfafls  occur.  Wa  recommend  that  tha  legislation  contain  guarantees  that  no  one  can  be  denied  any 
benefit  under  the  plan  because  of  insuffident  funds  for  subsidias. 

2.  Unaff ordability  of  Services 

The  poorest  and  the  sickest  among  us  become  even  more  vulnerable  when  access  to  care  it 
contingent  on  payment  of  deductibles  and  coinsurance.  For  many  Americans  Uving  in  the  shadows  of 
economic  despair  even  tha  most  minimai  copaymem  can  be  prohibitive.  Wa  believe  that  Individuai 
responsttOty  is  a  valuable  princ^le,  but  it  should  not  become  a  mantra  invoked  to  legitimizo  continued 
diacfimirtation  against  tew  income  citizans,  regardless  of  their  disability  or  diagnosis.  RequirinQ  50% 
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copayments  for  outpatient  psychotherapy  and  intensive  nonresidential  services  and  one-day  deductibles, 
for  example,  represent  excessive  cost-sharir^  requirernents  which  will  inhibit  access  to  critical  services  by 
people  with  mental  illness. 

We  support  a  sliding  scale  for  copayments  to  help  low  income  people,  with  adequate  subsidies  to 
prevent  premiums,  deductibles,  and  coinsuraiKe  from  becoming  barriers  to  appropriate  care.  In  addition, 
we  believe  all  copayments  ar>d  deductibles  for  mental  health  services  should  be  counted  toward  the  out-of> 
pocket  limit,  just  as  they  are  for  al  other  benefits  in  the  plan. 

3.  Inadequate  Quality  Standards  for  Delivery  of  Services 

Individuals  with  chronic  iHness,  both  mental  and  physical,  are  at  risk  of  being  denied  essemial 
services  in  managed  care  settir>gs.  The  experierKe  with  HMOs  in  limiting  care  to  people  with  severe  mental 
illness  demonstrates  that  providers  operating  under  capitated  premiums  have  strong  incentives  to  undertreat 
high  cost  patierKs. 

Health  care  reform  legislation  should  not  create  a  culture  in  which  clinically  necessary  servicfts  are 
inappropriately  denied  or  are  approved  too  late.  Instead  the  legislation  should  emphasize  early  intervention, 
quality  assurar>ce  starnlards  and  effective  monitorir>g  to  assure  that  consumers  receive  services  in  the 
amounts  and  settings  appropriate  to  their  conditions. 

4.  Potential  for  Adverse  Selection 

We  anticipate  that  some  health  plans  w«  provide  their  enrodes  with  better  mental  health  care  either 
by  offering  four  additional  outpatient  psychother^y  visiu  for  one  inpatient  day  if  the  additional  ueatmam 
would  prevent  or  reduce  hospitafization,  or  by  providing  more  effective  or  higher  quality  mental  health 
services  overaH.  Other  plans  may  begin  to  move  toward  the  2001  goal  of  comprehensive  benefits  earlier. 
The  'better*  plans  wiH  naturaHy  attract  more  people  with  mental  illness.  However,  the  Clinton  proposal 
would  penalize  these  plans  because  of  the  vague  rules  on  risk  adjustments  for  plans  who  have  higher  costs. 
We  recommend  that  plans  which  have  higher  costs  because  of  the  fiexibitv  of  their  benefits  or  the  quality 
of  their  services  be  dearly  eligible  for  cost  adnmments. 

5.  Strictness  of  Long-Term  Care  BgtoiBty  Criteria 

We  are  pleased  that  the  proposed  efigibaity  criteria  for  the  home  and  community-based  long-term 
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car*  b«n«fit  rtftoets  an  und«r«tandino  of  the  nead  to  usa  diff arant  approachaa  to  datarmMng  aHgMty  for 
physical  and  mantai  diaabaitiasr  Howavar.  tha  aUgibifity  critaria  ara  aat  at  a  laval  of  savarity  that  parmitt  only 
paopla  with  axtrama  dysfunctiort  of  a  chronic  nature  to  racaiva  sarvicas.  Tha  aligibility  rulas  do  not 
racogniza  tha  cydicai  natura  of  tha  active  symptoms  of  mantai  HInass.  Wa  racommand  that  tha  critaria 
racogniza  that  paopla  with  sarious,  persistant  mantai  iOnass  may  need  long-term  support  services  en  an 
intermittent  basis. 

These  ara  serious  problems  arees  for  people  with  mental  illness.  They  represent  challenges  to  tha 
Congress  to  coneet  the  significant  flaws  in  the  Administration's  plan,  to  enrich  it  and  move  it  to  tha  next 
level  where  true  parity  between  mental  health  and  physical  health  can  be  realized. 

TTw  MgQnitutfg  Of  tho  Mental  ll'nw  Prg&'yn  in  the  Unjtg^  Statw 

An  enormous  number  of  people  ara  affected  by  mental  health  problems  and  wiH  benefit  from 
comprehensh^  mental  health  coverage.  An  estimated  41 .4  million  adults  have  had  a  mental  disorder  at 
some  time  in  their  iivas*  and  about  7.5  million  children  suffer  from  mantai  and  emotional  disturbances  such 
as  depression,  autism  arMi  attention  deficit  disorder.*  We  also  know  that  about  one-fifth  of  those  affBctad 
with  AIDS  wiN  develop  AlOS-reiated  cognitive  dysfunction  and  two-thirds  wW  develop  neuropsychlatric 
problems.'  These  ara  people  who  often  cannot  obtain  mantai  health  services  under  the  current  system. 
Only  about  ona-third  of  tha  children  and  adolascents  who  need  treatment  aver  receive  it.*  Among  adults, 
one  out  of  six  individuals  with  serious  mental  health  problems  gets  needed  care.'  And  one  need  only  look 


"Bourbon,  K.  H.;  Raa,  S.;  Locke,  Z.;  Narrow,  E.;  and  Regier,  0.,  "Estimating  the  Prevalence  of 
Mantai  Disorders  in  U.S.  Adults  from  the  Epidemiologic  Catchment  Area  Survey,'  PUbSc  Hnlth  Hupom,  Vol. 
107,  No.  6,  Novombar-Oacambar,  1992. 

^.8.  Congress,  Offico  of  Technology  Assossmsnt.  CMUrm's  Mtnttl  H^tlth!  finMunt  tn^ 
Stnkm-Baekgnund  P^,  OTA«*41-33  (Washington,  DC:  U.S.  Govommam  Priming  Offica,  Oacamtoar, 
19861. 

"Oaimar,  WJM.  and  F.G.  Lu,  'Nsuropsychiatric  Compications  of  AOS:  A  Utaratura  Ravtowr/  Imi. 
Psychiatry  m  Madidna,  Vol.  18  (1)  1988. 

^.8.  Congrass,  Office  of  Tachrwiogy  Aiiaiimant,  op.  dt. 

'Mandarachaid.  R.  at  al..  'Congruence  of  Service  UtiRzation  Estimates  from  the  Epidemiologic 
Catchment  Area  Proiaet  and  Other  Sources,*  Arch  of  Gen.  Psychiatry,  Vol.  50  February,  1993. 


9 


422 


under  the  nearest  bridge  to  see  honteiess  persons  with  mental  illness  with  no  access  to  mental  health 
services.  Persons  with  significant  mental  health  problems  are  legion  within  the  ranks  of  the  uninsured  and 
the  underinsured.  And  even  those  fortunate  enough  to  have  insurance  coverage  too  often  find  their 
treatment  limited  by  Bfettme  or  annual  limitations,  discriminatory  copayments,  and  other  cost  contairvnent 
devices  that  eke  rirwncial  savifH)s  out  of  the  mental  torment  of  the  afflicted. 

We  cannot  afford  to  write  off  so  many  of  our  people  by  exdudir>g  or  only  mininwily  covering  mental 
health  services  in  the  reformed  health  care  system.  It  is  a  matter  of  justice  and  it  nwkes  good  economic 
sense  to  assure  access  to  needed  mental  health  treatment. 

Coruider  for  a  moment  the  cosu  currently  bome  by  society  because  mental  health  coverage  is  so 
woefully  inadequate.  Nearty  a  third  of  the  nation's  homeless  persons  have  a  severe  mental  illness.'  A 
majority  of  the  30,000  suickles  in  Anterica  each  yeer  can  be  attributed  to  a  mental  or  addictive  disorder.* 
Major  depression  accounts  for  more  bed  days  (people  out  of  work  and  in  bed)  than  any  impairment  except 
cardiovascular  disorders.^^  Persons  with  job^elated  stress,  anxiety  ar>d  depression  miss  an  average  of  16 
work  days  per  year.  Persoru  with  untreated  mental  ilnesses  consunne  almost  twice  as  much  medical  care 
as  the  average  individual.**  Add  to  the  mix  the  thousands  of  persons  with  mental  illnesses  who  are  denied 
Veatn>ent,  but  instead  languish  in  high-cost  prison  and  jail  cells.  Add  in  the  costs  of  unfulfilled  human 
promise,  education  not  pursued,  work  not  obtained,  contributions  to  society  not  made.  These  human  coats 
are  monumental;  even  in  hard  dollars  and  cents,  they  are  staggering.  The  costs  associated  with  SSI,  SSOl, 


*lntaragerKv  Counol  on  the  Homeless,  Outcasts  on  Main  Street:  Report  of  the  Federal  Task  Force 
on  Homdessness  and  Severe  Mental  Hness,  (ADM)  92-1 904,  Washington,  DC:  1 992. 

*f<ational  Cemer  for  Health  Statistics.  Public  Health  Services,  U.S.  Dept.  of  Health  and  Human 
Services  1993.  Unpubished  data  from  Division  of  Vital  Statistics. 

**Nation8l  Advisory  Mental  Health  Council,  HeaHh  Care  Reform  for  Americans  with  Severe  Merttal 
Hlnass:  Report  of  the  National  Advisory  Mental  Health  Council,  RockviHe,  Maryland:  National  Institute  of 
Mental  Health,  1993. 

"Bonjs,  J.F.,  Olendsid,  M.C.,  et  al.,  'The  Offset  Effecf  of  Mental  Health  Treatment  on 
Ambulatory  Medical  Care  Utazation  and  Charges,'  Archh^  of  General  Psychiatry,  Vol.  42.  June.  1985. 
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welfare  programs,  ir>careeration,  and  divorce  are  equally  efwrmous-estimated  at  t74.9  bUHon  in  1990. 
These  costs  are  being  paid  every  day,  by  people  like  you  and  me.  They  are  being  paid  out  in  the  hume 
tragedies  wreaked  on  families  and  their  relattves  with  mental  Olnesses.  Coverage  limits  so  prevalent 
private  insurance  today  can  shift  catastrophic  costs  onto  families,  forcing  many  into  bankruptcy  or  kmg  ter 
indebtedness.  Lack  of  options  can  force  persons  into  hospitalizatton,  when  broader  coverage  could  penr 
them  to  be  more  appropriately  and  more  cheaply  treated  in  the  community.  Or  worse,  lack  of  comprehensiv 
benefits  delays  needed  treatment  until  a  crisis  occurs. 
The  Effectiveness  of  Mental  Health  Treatment 

Alt  relevant  research  tells  us  that  mental  health  treatment  is  effective.  A  whole  new  armamentariu 
of  interventions  available  for  treatment  has  emerged  since  President  Kennedy  launched  the  communi 
mental  health  movement  in  1 963.  Medications  like  lithium  and  clozapine  have  worked  miracles  for  son 
patients,  while  others  have  experienced  dramatic  success  through  psychotherapy,  psychiatric  rehabilitatic 
programs,  residential  treatment,  partial  hospitalization,  crisis  intervention,  day  treatment,  and  in-hor 
services.  For  most  persons,  the  days  are  gone  when  long-term  hospitalization  and  custodial  care  were  tt 
only  services  utilized.  Today,  most  mental  disorders  can  successfully  be  treated  without  hospitalizatio 
Conrvnunity  based  intensive  treatment  programs  and  services,  such  as  psychiatric  rehabilitation  and  part 
hospitalization,  have  been  shown  to  have  a  positive  long  term  effect  of  significantly  reducing  hospii 
utfflzation,  increasing  the  level  of  functioning  and  improving  the  individual's  quality  of  life.  Nearly  80% 
patients  with  manic  depression  can  be  restored  to  essentially  normal  lives.  Outpatient  treatment  for  anxie 
disorders  is  both  effective  and  relatively  inexpensive.  Most  schizophrenia  symptoms  can  now  be  controMo' 
significantly  reducing  the  relapse  rate  of  patients.^*  And  companies  around  the  nation  are  also  discoverir 
that  reiativeiy  minimal  mental  health  interventions  can  dramatically  increase  worker  productivity  and  redut 
absenteeism. 

Mffital  HwtttKaw  tt  ■  gpgtf  InYwtnwm 

Mental  healthcare  is  not  as  expensh^  nor  are  the  costs  rising  as  rapidly  as  many  other  sectr 

/ 

"National  Advisory  Mental  Health  Council,  op.  eit. 

"IbW. 
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health  care.  Three  independent  studies  between  1971  and  1985  found  that  mental  health  costs  have 
remained  relatively  constant  over  the  last  20  years,  rangino  from  9-1 1  percent  for  total  treatment  costs.** 
When  combined  with  substance  abuse  treatment,  mental  healthcare  ranks  25th  In  the  factors  influencing 
the  increase  in  health  care  costs/* 

Good  mental  healthcare  is  also  a  good  deal  because  it  can  help  reduce  other  physical  healthcare 
costs.  One  investigator  found  that  untreated  persons  with  panic  disorders  mimicked  heart  patients  ar>d  were 
often  misdiagnosed  and  subjected  to  needless,  ineffective,  and  expensive  treatments."  Other  studies  have 
shown  that  general  inpatient  medical  care  can  be  cut  by  as  much  as  70%  following  mental  health  treatmem, 
and  outpatient  utilization  can  be  towered  by  20%.*'  In  a  study  of  the  Federal  Employees  Health  Benefits 
Plan,  patients  with  chronic  medical  diseases  who  received  psychotherapy  used  56%  fewer  medical  services 
than  those  who  did  not  receive  psychotherapy."  The  National  Institute  of  Mental  Health  has  estimated 
that  general  medical  costs  could  be  reduced  by  as  much  as  II  .2  billion  through  the  use  of  associated  mental 
health  treatment."  These  savings  make  mental  healthcare  a  sound  investment-especially  when  mental 
health  services  are  weU  managed. 


"Ibid.  See  also.  Rice,  O.P..  Keiman,  S.,  Miller,  L.S.,  et  al.,  Economic  Costs  of  Alcohol  and  Drug  Abuse 
and  Mental  lUness:  1 985,  DHHS  Pub.  No.  (AOM)  90-1 694,  Rockville,  Maryland,  AOAMHA,  1 990;  Harwood, 
H.J.  and  Napolitano,  O.M.,  at  Economic  Costs  to  Society  of  Alcohol  and  Drug  Abuse  and  Mental  Illness: 
1980,  Research  Triangle  Park.  North  Carolina,  Research  Triangle  Institute.  1984;  and  Cruze,  A.M.,  et  al.. 
Economic  Costs  to  Sodety  of  Alcohol  and  Drug  Abuse  and  Mental  Illness,  1 977,  Rockville,  Maryland, 
AOAMHA,  1981. 

"Modem  Health  Care's  compendkjm  of  Cost  Factors:  Coddington. 

**National  Institute  of  Mental  Health,  MeiTwrandum  from  Alan  Leshner,  Deputy  Director.  Concerning  cost- 
effectiveness  of  mental  health  services.  Rockville,  Maryland,  1993 

*'Mumford.  E..  and  H.I.  Schlesinger,  et  al.  *A  New  Look  at  Evidence  About  Reduced  Cost  of  Medical 
Utilization  Following  Mental  Health  Treatment,'  Amerk»n  Journal  of  Psychiatry,  Vol.  141  (10)  October, 
1984. 

*"Schlesinger,  HJ..  Mumford.  E..  Glass,  G.V.,  et  al.,  'Mental  Health  Treatment  and  Medical  Care 
Utilization  in  a  Fee-for-Service  System:  .Outpatient  Mental  Health  Treatment  Following  the  Onset  of  a 
Chronic  Disease,'  American  Journal  of  Public  Health,  Vol.  73  (8)  Apry.  1993. 

"National  Advisory  Mental  Health  Council,  op.  et. 
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Managed  Cara  and  Mental  Health 

Managed  care  is  an  area  in  which  the  mental  health  community  has  substantial  experience,  both 
good  and  bad.  An  estimated  48  percent  of  people  with  health  insurance  are  already  enrolled  in  some  type 
of  managed  behavioral  health  program.'" 

Wa  appreciate  that  care  management  is  a  central  feature  of  the  cost  containment  strategies  in  the 
healthcare  reform  plan.  As  we  describe  above,  we  are  concerned  that  care  be  managed  properly  so  that 
consumers  receive  services  in  amounts  and  settings  appropriate  to  their  conditions.  We  know  this  can  be 
done. 

Many  large  businesses  (like  Honeywell,  Chevron.  Pacific  Bell,  and  IBM)  now  know  that  managed  care 
techniques  are  as  effective-and  often  more  effective-than  the  imposition  of  arbitrary  and  discriminatory 
limits  on  mental  health  care.  For  example.  McDonnell  Douglas  Helicopter  Company  realized  a  decline  in  per 
capita  costs  of  34%  under  a  managed  mental  health  benefit,  including  a  50%  reduction  in  psychiiatric 
inpatient  costs.  First  National  Bank  of  Chicago  removed  its  mental  health  coverage  limits  and  also  reduced 
inpatient  costs  by  50%  over  five  years  under  a  managed  care  approach.'*  We  believe  the  Congress  should 
take  notice  of  such  experiences  and  build  upon  their  successes  by  renwving  all  discriminatory  barriers  to 
mental  health  services  once  and  for  all. 
Sfl»?t  thg  Moment  Wv9 1  P?88W 

Skeptics  might  question  whether  it  is  feasible  to  improve  upon  the  President's  benefit  package  at 
a  time  when  cost  considerations  are  so  prominent.  But  we  assert  that  it  is  not  only  feasible,  it  is  also 
prudent.  The  availability  of  a  broad  array  of  community  based  mental  health  services  can  produce  the  offset 
in  costs  indicated  by  research.  The  sooner  thesa  services  become  fully  available,  the  sooner  the  savings  will 
be  realized.  Major  businesses  have  achieved  significant  offsets  and  savings  by  eliminating  discriminatory 
features  in  the  plan  design  and  permitting  the  mental  health  benefit  to  be  managed  on  the  basis  of  medical 
necessity.  Their  experience  should  weigh  heavily  in  your  judgments,  because  it  reflects  a  broader  reality 

*^pen  Minds.  Managed  Behavioral  Health  Market  Share  in  the  United  States,  Gettysburg,  PA,  1993. 

'^McDonneU  Douglas  Corporation.  McDonneB  Douglas  Corporation  emptoyee  Assistance  Program 
Financial  Offset  Study:  1985-198$,  St.  Louis,  MO:  McDonnell  Douglas  Corporation  and  Alexander 
Consulting  Group,  1990;  Washington  Business  Group  on  Health. 
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than  a  narrow  technical  perspective  dominated  by  arcane  rules  for  'scoring'  savings.  The  offsets 
demonstrated  through  research  and  real-world  application  have  greater  validity  than  conjectural  and  abstract 
mathematical  calculations. 

The  time  to  fix  flaws  and  address  known  problems  is  now.  With  the  House  Working  Group  on 
Mental  Health/Mental  illness  and  its  Senate  counterpart,  and  the  members  of  this  Committee,  the  mental 
health  community  is  fortunate  indeed.  We  kMk  forward  to  working  closely  with  all  of  you  and  your 
colleagues  in  helping  to  shape  the  mental  health  benefit  to  serve  the  needs  of  our  people. 
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Statement  Submitted  To 


Health  Subcommittee 
Committee  on  Energy  and  Commerce 
U.S.  House  of  Rq>Fesentatives 


Hearings  Concerning 
Health  Care  Reform 

December  8,  1993 


On  Behalf  Of: 


American  Academy  of  Child  &  Adolescent  Psychiatry 

American  Occupational  Therapy  Association 

American  Psychiatric  Association 

American  Association  of  Children's  Residential  Centers 

Bazelon  Center  fen*  Mental  Health  Law 

Child  Welfare  League  of  America 

Children's  Defense  Fund 

Council  for  Exceptional  CSiildren 

Family  Service  America 

Federation  of  Families  for  Children's  Mental  Health 

National  Association  of  Homes  &  Services  for  Children 

Nati<nial  Association  of  Psychiatric  Treatment  Centers  for  Children 

National  Association  of  State  Mental  Health  Program  Directors 

National  Council  of  Community  Mental  Healthcare 

NaticMial  Education  Association 

Natioaal  Mental  Health  Association 

National  OrganizatioD  of  State  Associations  for  Children 

WashingtOD  Business  Group  on  Health 


The  18  national  arganizadons  listed  above  submit  the  following  statement  for  the 
record.  Our  statement  highlights  the  needs  of  children  and  adolescents  with  mental  and 
emoticmal  disorders  and  urges  die  Congress  to  protea  these  children's  inttrests  as  the  Health 
Security  Act  moves  forward. 
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Children  and  adolescents  widi  mratal  and  emotional  discmiers  now  have  no  assurance 
that  their  illnesses  will  be  idratified,  evaluated,  diagnosed  or  treated.  Many  have  no 
insurance,  others  are  underinsured  or  covered  by  benefit  packages  that  discnminate  against 
mental  and  emoti(Mial  illnesses.  Widiout  adequate  insurance  and  without  appropriaxc  access  to 
treatment  these  youngsters'  lives  axe  in  jeopardy  and  many  are  destined  to  face  long-term, 
costiy  consequences  ~  both  social  and  financial  The  Presidrat's  Health  Security  Act,  while 
addressing  the  problem  of  access,  falls  far  short  in  meeting  the  service  needs  of  children  and 
adolescents  needing  icental  healdi  services  in  its  initial,  limited  mental  health  benefit  package. 

While  we  applaud  the  Presidoit's  inclusicm  of  a  fiilly  conq)rehensive,  flexible  benefit 
in  2001,  we  do  not  believe  it  is  necessary  to  wait  into  the  next  Century  to  provide  the 
coverage  children  and  adults  so  cleariy  require. 

While  the  President  is  to  be  ccxnmended  for  proposing  coverage  of  a  broad  array  of 
services,  we  are  extremely  coacemsd  about  the  impact  of  the  arbitrary  limits  and  the  trade- 
offs which  are  proposed  for  the  initial  benefit  Until  2001,  die  President's  plan  will 
effectively  eliminate  the  advances  made  recentiy  in  die  delivery  of  mental  health  service 
delivery  system  for  children  because  of  restrictive  and  unrealistic  limits  on  care  and  a  system 
of  trade-offs  between  benefits  which  is  bodi  detrimental  to  access  and  furtiier  erodes  the 
limited  benefit  What  we  will  see  is  a  service  delivery  system  tiiat  continues  to  pay  too  litde 
attention  to  clinical  need.  Removing  the  artificial  limits  would  require  health  plans  to  assume 
full  responsibility  for  these  youngsters  and  motivate  diem  to  intervene  eariy. 

The  following  data  hi^ili^  both  the  current  problems  in  the  system  and  the  promise 
for  a  very  different  set  of  outcomes  if  we  alter  current  reimbursement  practices. 

Our  organizations  urge  die  Congress  to  closely  examine  the  data  summarized  here. 
We  believe  that  Congress  should  include  in  the  basic  benefit  of  the  Health  Security  Act  the 
cost-effective  mechanisms  described  below,  so  as  to  provide  children  and  adolescents  a  full 
range  of  comprehensive  mental  healdi  services  which  can  be  accessed  as  and  when  needed. 

We  can  no  Icmgo-  tolerate  the  cunent  situation,  where  lack  of  access  by  children  and 
families  to  treatment  is  devastating  children  and  adolescents,  and  resulting  in  locg-teim 
problems  which  cost  our  society  bUlicms  of  dollars  in  odier  social  welfare  programs.  The 
inappropriate  treatment  of  cfaildnen  also  results  in  a  possible  lifetime  of  unnecessary  distress 
and  under-pnxiuctivity. 

Prevalence  of  Mental  Disoniers  Among  Children  and  Adolescents 

Approximately  20%  of  all  children  and  adolescents  have  a  diagnosabls  mental  disorder 
(Costello,  1989;  Knitzer,  1982).  About  3-5%  of  children  suffer  fiom  severe  mental  disorders 
(MECA,  1993).  Those  children  wuh  severe  disorders  will  require  access  to  treatment  through 
a  full  range  of  service  options,  paiticulariy  options  that  enable  them  to  continue  to  live  at 
home  with  their  families.  Many  of  these  options  have  traditionally  not  been  available  through 
insurance  plans. 
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In  addition,  the  incidence  of  mratal  and  emotional  problems  anK>ng  children  and  youth 
in  the  care  of  various  state  administered  systems  are  simply  shocking.  For  example, 
somewhere  between  50%  and  85%  of  the  430,000  children  in  our  nation's  foster  care  system 
have  a  diagnosable  mental  or  emotional  disorder.  Similarly,  it  is  estimated  that  aver  60%  of 
the  approximately  94,000  adolescents  detained  in  juvenile  justice  facilities  across  the  country 
have  substantial  mental  health  or  substance  abuse  problems,  while  state  special  education 
programs  serve  over  390,000  children  with  serious  emotional  disturbances. 

Lack  of  Access  to  Services 

Studies  have  found  that  a  significant  proportion  of  the  children  with  mental  and 
emotional  illnesses  do  not  have  access  to  services.  Between  70-90%  of  children  with  severe 
disorders  are  not  receiving  mental  health  sovices,  and  only  2-6%  of  all  children  with  mental 
or  emotional  disorders  receive  some  form  of  mental  healdi  care  (Costello,  Angold,  Burns  & 
Leaf,  1992;  MECA,  1993,  Bums,  1990  and  Bickman,  1993). 

Prevention  and  early  intovention  services  have  been  underfunded  and  relatively 
unavailable  in  the  foster  care  and  juvenile  justice  s;^tems.  In  many  instances,  children 
receive  direct  services  only  after  mental  health  problems  have  become  manifest 

Atroropriate  Services  for  Children 

Calls  for  the  developmmt  of  conqnehensive,  community-based  systems  of  care  for 
children  with  mental  health  disorders  date  back  to  the  Joint  Commission  on  the  Mental  Health 
of  Children  in  1969.  The  Commission's  report  found  that  tfiese  children  were  typically 
unserved  or  served  inappropriately  because  of  the  lack  of  available  nKxiels  of  appropriate 
care.  These  findings  have  since  been  substantiated  by  numerous  studies,  task  fences, 
commissions  and  rqxnts  ~  including  reports  from  the  Of&ce  of  Technology  Assessment  and 
the  Institute  of  Medicine  ~  all  of  which  concurred  ±at  coordina^  systems  of  care  providing 
a  broad  range  of  services  are  required  to  meet  tiiese  youngsters'  needs. 

Systems  of  care  emphasize  ccmiprehensive  and  individualized  services,  furnished 
within  the  least  restrictive  most  appropriate  enviroimient,  with  the  full  participation  of 
families.  The  coordination  among  public  child-serving  agencies  and  programs  is  also  a 
quintessential  ingredient  in  the  provision  of  approprnxe  care  to  these  young  people.  The 
system  of  care  s^proach  represents  not  only  a  netwoik  of  services,  but  a  philosophy  about  the 
way  in  which  services  should  be  delivered,  based  on  the  individual  needs  of  the  child  and 
family. 

Despite  a  ten-year  federal  demonstration  program  (Child  and  Adolescent  Service 
System  Program,  CASSP),  which  evidenced  the  effectiveness  of  such  systems  of  care,  it  has 
only  been  relatively  recently  that  any  examples  of  this  ^>proach  have  emerged.  Such  systems 
have  begun  to  blossom  around  die  country  as  federal,  state  and  local  governments,  as  well  as 
foundations,  have  sponsored  activities  in  this  field. 
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There  currently  is  widespread  consensus  that  community-based  systems  of  care 
represent  the  state-of-the-art  in  treating  children  with  serious  emotional  disorders,  and  the 
development  of  such  systems  has  become  a  national  goal  Indeed,  this  Committee  led  the 
way  in  approving  the  Child  Mental  Health  Services  Program  in  1992,  to  stimulate  the 
development  of  such  systems  in  states  and  communities  across  the  country  (enacted  as  pan  of 
PL  102-321,  the  ADAMHA  Reorganization  Act). 

It  is  especially  important  now,  as  Congress  considers  the  issue  of  health  care  system 
reform,  to  examine  what  we  are  learning  about  systems  of  care  for  children  and  to  ensure  diat 
the  reformed  health  care  system  represents  true  refcnm  ~  reform  that  encourages  the  provision 
of  the  most  appropriate  care  for  children  and  youth  with  mental  and  emotional  disorders,  in  a 
flexible  manner,  based  on  clinical  needs. 

Data  on  Comprehensive  Services  fpr  Chil<to 

Comprehensive,  managed  systems  of  care  (or  managed  benefits)  for  children  with 
mental  and  emcmcmal  disocders  can  be  found  in  the  private  and  public  sectors. 

In  die  private  scam,  many  large  company  health  care  plans  now  include  a 
comprehensive  and  flexible  managed  benefit  that  includes  inpatient  services,  residential 
treatment,  day  treatment  and  outpatient  care.  Experience  with  these  plans  generally  shows 
that  the  ccxnprehensive  and  flexible  approach  is  preferable  and  more  cost-effective  than  a 
traditi(»ial  insurance  benefit 

In  the  public  sector,  doough  public  funds  or  private  foundatini  support,  several 
systems  of  care  are  now  q)erating.  Some,  sudi  as  the  Robert  Wood  Jdmson  foundaticMi's 
children  and  youdi  project,  target  children  widi  die  most  severe  disorders,  while  others  target 
a  broader  population.  According  to  a  recent  compilati<»i  of  results  from  a  number  of  studies 
(Stroul,  1993),  outcomes  from  all  such  systems  show  a  consistent  pattern: 

■  Reduction  in  out-of-home  placements; 

■  Reduction  in  out-of-county  and  oot-of-staie  placements; 

■  Incxease  in  stability  of  placements; 

■  Reduction  in  utiHaiion  <rf  iiqwiem  services; 

■  Redaction  of  length  of  stay  in  inpatient  settings; 

■  Redaction  in  utilization  of  residential  treatment  center  semces; 

■  Redaction  in  length  ci  stay  in  residential  treatment  centos; 

■  Increased  use  of  less  restrictive  and  more  appropriate  placements. 

In  addition  to  these  redoctioos  in  naore  tiaditioDal  and  ofen  more  cxpeaa^fc  care, 
these  systems  also  demoostrate  success  in  improving  omcomes  for  these  youngsters.  Such 
systems  show: 

■  Improved  functiooing  on  both  specific  behaviors  and  globally; 
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■  Improved  school  attradance; 

■  Inqnoved  school  perfonnance; 

■  Inqnoved  school  placeman  status; 

■  Reduced  contacts  widi  law  rafiorceinent; 

■  Reduced  incarceration  and  recidivisin  rates  for  juvoule  offenders; 

■  Increased  parent  particq>ati<m  and  si^poit;  and 

■  Increased  parent  and  youth  satisfacticm  with  services. 

The  newer  £q)proaches  to  provide  COTqnehensive  and  flexible  meatal  health  coverage 
are  now  yielding  cost  analyses: 

■  In  Fort  Bragg,  Ncmh  Carolina,  the  average  cost  per  client  in  a  system  of  care  is 
{^^proximately  $5380  as  compared  widi  $10,992  at  aniqKDiscHi  sites  (51%  lower). 

■  In  Kentucky,  the  Impact  program  is  less  cosdy  to  serve  youngsters  with  an  array  of 
community-based  services  \^ben  compared  with  die  previous,  less  comprehensive 
system.  Under  Inq>act,  estimated  costs  were  $9J  million  conq>ared  with  $13.5  million 
for  the  prior  year  ~  per  child  costs  were  reduced  about  $4300  (from  $19339  to 
$15,244). 

■  A  state-wide  approach  in  Vennrait  showed  it  was  less  cosdy  to  serve  childrm  in 
individualized  services  dian  in  out-of-state  residfintial  placonmts.  Average  cost  per 
child  was  $57,218  for  10  youngsters  in  out-of-state  placanmts  tor  approximately  9 
months,  conq)ared  with  $43,025  for  19  youngsters  in  individualized  services  for  at 
least  9  months  (including  education  costs). 

■  In  Ohio,  costs  for  children  receiving  individualized  services  was  10%  less  (in  a  6- 
month  period)  than  previous  costs  widi  a  traditicxial  appmach. 

Overall,  several  systems  have  estimated  costs  that  have  been  avoided  by  establishing 
comprehensive  and  flexible  systems  of  care: 

■  Three  comprehensive  systems  in  California  have  saved  over  $35  milli(»i  in 
expenditures  that  would  otherwise  have  bem  paid  for  groiq>  home  residential  care 
frcnn  1989  to  1992.  If  all  California  counties  had  followed  the  same  trend  by  utilizing 
systems  of  care,  the  state  could  have  saved  $520  million  in  that  period. 

■  In  Ventura  County,  California,  costs  avcnded  by  reducing  youngsters'  involvonent 
in  the  child  welfare,  criminal  justice  or  psychiatric  hoqntal  systems  during  1985-1988 
(period  of  the  demonstratioa)  were  estimated  at  $2,873,981. 

■  Family  Mosaic,  in  Cafifomia  avoided  costs  by  reducing  die  number  of  days  of 
detention  by  252  total  days  ($50,178  for  one  year);  and  by  reducing  the  number  of 
days  of  psychiatric  hospitalizaiioa  ($187,(XX)  to  $102X)00  for  one  year). 
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Clearly,  community-based  services  have  significant  data  firom  major  controlled  studies 
which  demonstrate  their  effectiveness  in  improved  outcomes  for  children,  improved  placement 
patterns  with  higher  rates  of  services  in  less  restrictive  settings  and  in  reducing  costs. 
(Hoagwood,  1993). 

Clinton's  Health  Securitv  Act 

The  Health  Security  Act  would  provide  access  to  a  broad  and  extremely  important 
array  of  services  for  children  and  adolescents  with  mental  and  emotional  disorders.  This 
range  of  services  is  similar  to  the  range  provided  through  the  systems  of  care  described 
above,  and  includes: 


■ 

Screening  and  assessment; 

■ 

Diagnosis; 

■ 

Day  treatment  and  psychiatric  rehabilitation; 

■ 

Behavioral  aide  services; 

■ 

Collateral  services  (for  family  members); 

■ 

Case  management; 

■ 

Psychotherapy; 

■ 

Medical  management; 

■ 

Family  foster  care; 

■ 

Group  homes 

■ 

Crisis  intervention; 

■ 

Crisis  residential  programs; 

■ 

Partial  hospitalization; 

■ 

Residential  treatment  centers; 

■ 

Inpatient  psychiatric  hospital  services. 

However,  the  Flan  inq)oses  limits  on  these  services:  120  days  annually  on  intensive 
community  services,  30  sessions  per  year  of  psychother^y  and  60  days  annually,  and  30  days 
per  episode,  limit  on  inpatient/residential  care.  Access  is  also  restricted  for  certain  services: 
additional  days  of  psychotherapy  may  be  covered,  but  only  if  the  child  would  othmtdse  be 
hospitalized,  the  30  day  episode  limit  on  residential  treatment  can  be  exceeded,  but  only  if  the 
child  is  found  dangerous  (a  standard  that  is  unlikely  to  apply  to  children).  In  addition,  a 
complex  set  of  trade-offs  is  provided,  so  that  intensive  community  services  can  only  be  used 
if  ±c  family  is  willing  to  surrender  inpatient^idential  coverage,  and  use  of  the  extended 
psychotherapy  benefit  also  draws  down  on  the  inpatient/residential  coverage. 

The  Health  Security  Act  also  pn^)oses  both  continued  authority  for  states  to  provide 
Medicaid  services  u>  eligible  SSI  and  AFDC  individuals,  and  audiorizes  a  new  federally- 
financed  program  for  low-inaxne  children  previously  eligible  for  Medicaid.  In  a  number  of 
states,  this  could  result  in  Medicaid-eligible  childrra  having  access  to  the  full  range  of 
services,  widiout  limits  or  trade-o£fo,  since  many  states  now  include  the  conqxments  of  a 
system  of  care  for  children  under  their  Medicaid  plans.  While  it  is  not  yet  clear  whether  this 
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language  protects  all  currratly  eligible  gjayaps  of  children,  we  urge  the  Congress  to  retain 
provisions  to  protect  Medicaid-eligible  children  frcnn  cud>acks  in  their  benefits  as  die 
legislation  moves  forward.  It  is  critically  inqxHtant,  as  we  nxive  to  expand  access  to  health 
care  for  all,  not  to  undracut  die  currmt  services  made  available  in  many  stales  to  low  income 
children  with  serious  emotional  disturbance. 

Conclusion 

In  health  care  reform,  we  have  a  unique  oppwmuity  to  create  a  system  which  will 
assure  that  care  is  delivered  both  respcmsibly  and  appropriately,  and  commensurate  with  need. 
Indeed,  die  fully  con^hensive,  flexible  beaiefit  die  President  proposes  in  2001  would 
accomplish  that  goal.  Historically,  the  healdi  insurance  industry  has  fostered  a  system  of  care 
built  around  a  specific  payment  structure  and  as  a  result,  care  is  noralways  delivered  based 
on  need.  We  need  to  break  this  pattern  and,  as  rrfermced  above,  oKxiels  of  delivery  do  exist 
to  accomplish  that  and  to  provide  service  based  on  need. 

The  18  organizations  listed  oa  diis  testimcmy,  while  applauding  much  of  the 
President's  plan,  nonetheless  urge  the  Committee  to  waive  the  limits  on  mental  health 
services  for  children  and  adolescents  now  contained  in  the  Health  Security  Aa  and  delete  the 
trade-off  requirements  with  respect  to  child  and  adolescrat  services.  This  would  grant  our 
young  people  true  security  tfarcmgh  access  to  die  appropriate  range  of  services  as  and  when 
they  n»Bd  th^iL  Anything  less  will  ccmdemn  many  youngsters  to  an  ineffective  level  of  care, 
to  being  removed  from  their  families  unnecessarily  and  it  could  set  than  on  a  path  that  leads 
to  lifetime  dependency  on  (or  oHiflia  widi)  sodety. 
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STATEMENT    OF     DIGESTIVE     DISEASE     NATIONAL  COALITION 


Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for  the  opportunity 
to  present  the  views  of  the  Digestive  Disease  National  Coalition  (DDNC)  on  health  care  ] 
reform.  I 

The  DDNC  is  comprised  of  23  national  voluntary  and  professional  organizations 
concerned  with  a  broad  range  of  digestive  diseases,  such  as  inflammatory  bowel  disease,  j 
a  variety  of  cancers,  ulcers,  and  other  complicated,  chronic  diseases.  i 

Mr.  Chairman,  the  six  principles  of  the  plan  outlined  by  the  Clinton  Administration  | 
to  improve  our  nation's  health  care  system  are  goals  embraced  by  each  of  the 
organizations  of  our  Coalition.  Among  those  principles  that  are  most  central  to  individuals 
suffering  from  digestive  disease  is  universal  health  insurance  coverage  that  can  never 
be  taken  away. 

Twenty-two  years  ago  my  ulcerative  colitis  led  to  an  ileostomy  which  has  left  me 
with  an  ostomy  appliance  attached  to  my  abdomen  to  collect  my  body's  waste.  Even  ' 
though  I,  unlike  many  patients  with  chronic  digestive  diseases,  have  not  had  a 
reoccurrence  of  inflammatory  bowel  disease  for  twenty-two  years,  I  and  hundreds  of 
thousands  of  others  suffering  digestive  problems  have  been  discriminated  against  by  i 
health  insurers  because  of  our  "preexisting  conditions".  Most  people  with  severe  digestive 
problems  can  not  obtain  health  insurance  because  we  are  considered  a  bad  risk,  and 
undesirable  by  those  offering  medical  benefits.  Even  after  twenty-two  years  of  average 
medical  experience,  I  have  the  "privilege"  of  paying  exorbitant  fees  for  questionable  health 
insurance  coverage.  The  Administration  proposing  a  system  in  which  every  American 
would  be  covered,  and  not  be  discriminated  against,  is  a  dream  come  true  for  countless 
citizens  of  this  nation  like  me. 

Mr.  Chairman,  there  are  some  components  of  the  health  care  reform  proposal  on 
which  persons  with  digestive  diseases  would  like  to  comment  specifically. 


Prevention  Benefits  and  Colorectal  Cancer  Screening  j 

Colorectal  Cancer  is  the  second  leading  cause  of  cancer  death  in  the  United  States  j 

with  155,000  new  cases  each  year.  The  death  rate  from  a  diagnosis  of  colorectal  cancer  | 

approaches  60%.  Colorectal  cancer  accounts  for  over  half  (1/2)  of  the  80,000  ostomy  | 

operations  performed  each  year.  Anyone  can  get  colorectal  cancer,  as  the  members  of  | 

the  voluntary  association  I  head  can  attest.  | 

Despite  these  staggering  statistics,  colorectal  cancer  screening  is  not  currently 

reimbursable  for  Medicare  patients,  and  the  Administration's  reform  proposal  does  not  i 

include  coverage  for  periodic  screening  for  colorectal  cancer  as  a  benefit  in  the  preventive  | 

health  benefits  section.  : 

The  Digestive  Disease  National  Coalition  strongly  urges  your  subcommittee  to  j 

include  coverage  for  periodic  screening  for  colorectal  cancer  as  a  preventive  benefit,  and  j 

! 
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reimbursable  under  Medicare  in  the  package  developed  by  Congress  during  its 
consideration  of  health  care  reform  legislation. 

Guidelines  for  screening  adopted  by  the  DDNC  and  the  American  Cancer  Society 
are  listed  in  a  two  page  document  that  I  will  give  you,  and  I  hope  you  will  agree  to  include 
in  the  hearing  record.  It  is  our  sincere  hope  that  your  subcommittee  will  include  coverage 
of  benefits  consistent  with  the  agreed  upon  guidelines  that  are  listed  in  this  document. 
To  do  less  would  deprive  those  who  run  the  risk  of  developing  colorectal  cancer  the  same 
opportunity  to  live  a  disease-free  life  as  any  other  American. 

Mr.  Chairman,  colon  and  recta)  cancer  is  a  serious  disease  that  needs  to  be 
included  in  the  preventive  screening  benefits  portion  of  any  standard  health  benefits 
package,  and  the  Administration's  proposal  needs  to  be  amended  to  address  America's 
#2  cancer  killer. 


Access  to  Specialists 

Many  persons  suffering  digestive  diseases  have  very  complex  or  rare  problems 
that  require  the  attention  of  a  qualified  specialist  or  a  team  of  qualified  specialists.  Many 
times,  a  person  with  a  chronic  digestive  disorder  searches  for  years  for  a  specialist  who 
can  manage  their  complicated  problems  and  offer  the  most  comprehensive  care  available. 
Even  among  gastroenterologists,  there  are  those  that  specialize  in  the  management  of 
patients  with  specific  diseases.  Freedom  of  choice  must  mean  the  right  of  the  patient  to 
select  his  or  her  own  doctor,  including  both  primary  care  physician  and  specialist. 

The  proposed  health  care  system  comes  up  short  in  two  specific  areas  relating  to 
the  complex  or  unusual  nature  of  digestive  diseases.  Rrst,  the  restrictions  associated 
with  preferred  provider  organizations,  HMOs  and  managed  competition  do  not  give  a 
patient  with  a  complicated,  chronic  digestive  disease  the  freedom  to  find  the  right  medical 
specialist  to  manage  their  disease.  Instead,  just  the  opposite  is  feared  by  those  suffering 
digestive  diseases;.  The  cost  differential  for  "out  of  plan"  or  "point  of  service"  should  not 
be  so  great  as  to  preclude  this  option. 

Our  second  concern,  Mr.  Chairman,  is  the  proposed  de-emphasis  on  the  training 
of  medical  specialists.  None  of  us  would  argue  the  need  for  a  greater  emphasis  on 
primary  care,  but  patients  suffering  complicated  digestive  diseases  would  agree  that  one 
should  not  be  forsaken  for  the  other.  Patients  suffering  from  digestive  diseases  are 
concerned  that  the  proposed  system  would  limit  the  number  of  qualified  specialists  to 
treat  our  complicated  diseases,  and  that  the  de-emphasis  on  specialist  training  would  lead 
to  a  virtual  drying  up  of  medical  and  scientific  expertise  in  terms  of  developing  more 
sophisticated  diagnosis  and  treatment  of  severe  digestive  problems. 
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Ostomy  Supplies  &  Home  Care 

The  DDNC  generally  supports  the  proposed  benefits  outfined  for  ostomy  supplies 
and  home  care  services  such  as  parenteral  and  enteral  nutrition.  We  would  recommend 
that  patients  be  given  a  choice  of  suppliers  and  not  be  unduly  constrained  by  sole 
source  suppliers. 


Cllnicgl  R??garQh 

In  the  managed  care  system,  the  ability  to  do  clinical  research  needs  to  be 
presen/ed.  This  necessitates  the  ability  of  the  hospitals  to  negotiate  special  reduced  fees 
for  examinations  performed  as  part  of  research  protocol. 


Mr.  Chairman,  again,  thanl<  you  for  the  opportunity  to  present  our  views. 
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STATEMENT    OF    NATIONAL  "ALLIANCE     FOR    THE    MENTALLY  ILL 

Mr.  Chairman,  distinguished  Members  of  the  Subcommittee,  thank  you  for  the 
opportunity  to  submit  our  response  to  President  Clinton's  Health  Security  Act.  I  am 
Stella  March,  1st  Vice  President  of  the  Board  of  Directors  of  the  National  Alliance  for 
the  Mentally  111  (NAM!)  and  Chair  of  its  Public  Policy  Committee.  I  have  a  son  who 
has  been  suffering  with  schizophrenia  for  the  past  19  years.  He  had  his  break  during 
his  second  year  as  an  honor  student  at  UCLA. 

NAMI  is  a  self-help  organization  of  families  of  persons  of  all  ages  with  severe  mental 
illness  and  of  those  persons  themselves.  NAMI's  membership  totals  140,000  families 
nationwide,  including  constituents  in  all  of  the  Subcommittee  Members'  districts. 
Our  organizational  structure  consists  of  a  15-member  elected  volxmteer  Board;  a 
national  office  in  Arlington,  Virginia;  50  state  offices;  and  nearly  1000  local  affiliates. 

NAMI  families  are  deeply  distressed  and  disappointed  about  the  disappearing 
benefits  imder  the  Health  Security  Act  ~  benefits  required  to  treat  our  sons  and 
daughters,  our  siblings  and  spouses,  and  our  aging  parents  who  are  suffering  fi-om 
neurological  diseases  of  the  brain  -  schizophrenia,  manic  depression,  clinical 
depression,  obsessive/compulsive  disorder  and  panic  disorder.  These  diseases  are  as 
diagnosable  as  Alzheimer's  and  Parkinson's;  as  treatable  as  diabetes,  heart  disease 
cancer,  and  other  physical  diseases.  Why  the  discrimination  against  oxir  loved  ones 
with  severe  diseases  of  the  brain? 

Could  it  be  that  they  have  been  inappropriately  placed  imder  the  mantle  of  "Mental 
Health"  along  with  high  profile  fimctioning,  working  persons  who  have  emotional 
problems  of  living,  who  respond  to  psychotherapy,  (talk  therapy),  who  are  minimal 
users  of  hospital  care  and  can  afford  co-payments.  None  of  the  above  is  applicable 
to  persons  with  neurobiological  diseases  of  the  brain. 

NAME  famiUes  want  you  to  know  that: 

1.  Our  loved  ones  are  on  Supplemental  Security  Income  and  Medicaid,  or  Social 
Security  Disability  Insurance  and  on  (or  waiting  for)  Medicare.  They  may  well  be 
WORSE  OFF  UNDER  THE  HEALTH  SECURITY  ACT  AS  IT  NOW  STANDS.  Yet 
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the  President's  coordinator  of  Health  Reform,  Mr.  Magaziner,  has  stated  often  in 
pubhc  settings  that  the  White  House  doesn't  want  any  person  dependent  on  public 
programs  to  have  less  in  the  reformed  system  than  he  or  she  has  now. 

2.  Our  loved  ones  are  currently  -  through  a  combination  of  new  medications  plus 
psychiatric  rehabilitation  and  case  management  ~  reaching  their  potential  of 
recovery.  They  are  able,  for  the  first  time  in  ten,  fifteen,  even  twenty  years  -  to 
resume  their  schooling,  to  apply  for  vocational  training,  to  find  part  time  paid  jobs 
or  volunteer  work  -  and  to  live  in  the  community  in  the  least  restrictive  environment. 
They  are  at  risk  of  losing  their  ongoing  rehabilitation  and  case  management  i^upports 
required  to  maintain  their  recovery  --  under  the  arbitrary  Umits  and  cost-sharing 
requirements  for  these  "intensive  non-residential  treatment"  benefits  in  the  Health 
Security  Act. 

3.  Our  loved  ones,  once  they  lack  the  appropriate  ongoing  care  and  support  will 
return  to  the  streets,  to  costly  hospital  care,  to  jails  without  care  -  or  to  their  graves. 
Not  treating  or  imder-treating  persons  with  mental  illness  will  be  far  more  costly. 

4.  Yes,  we  are  firightened  about  the  fixture  of  our  loved  ones.  And  so  are  they.  They 
will  be  denied  full  coverage  -  they  will  be  discriminated  against  until  the  year  2001. 
We  cannot  believe  that  President  CUnton  -  or  this  Subcommittee  want  to  discrimi- 
nate against  our  disabled  family  members  suffering  fi'om  neurobiological  diseases  of 
the  brain.  Persons  with  Alzheimer's,  Parkinson's,  or  diabetes,  etc.  get  their  full 
benefits  firom  the  start.  Why  not  persons  with  schizophrenia,  manic  depression, 
clinical  depression? 

NAMI  families  and  consumers  urge  you  to  correct  this  injustice  and  discriminatoiy 
feature  of  the  Health  Security  Act  to  insure  a  more  secure  fiiture  for  these  persons 
who  have  already  lost  large  chunks  of  their  life  to  these  devastating  diseases.  They 
deserve  no  less. 

Thank  you. 
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ITInasapap  

National  Association  of  State  Alo^l  and  Drug  Abuse  Directors,  Inc. 

Introduction 


NAS  ADAD  welcomes  the  opportunity  to  present  testimony  to  Chairman  Waxman  and  Members 
of  the  House  Health  and  Environment  Subcommittee.  We  are  pleased  that  the  Committee  has 
chosen  to  focus  attention  on  the  mental  health  and  alcohol  and  other  drug  benefit  proposed  by 
President  Clinton  and  on  other  health  care  reform  proposals. 

NASADAD  represoits  the  concerns  of  State  Alcohol  and  Drug  Abuse  Directors  who  manage 
nearly  $3.4  billion  in  public  and  not-for-profit  programs  that  serve  predominantly  low-income 
individuals.  Federal,  State,  and  local  dollars  administered  by  State  Authorities  provide 
prevration  as  well  as  treatment  services.  Special  programs  and  sovices  are  targeted  to  assist 
youth,  pregnant  and  parenting  women,  and  injection  drug  users.  Programs  are  gender,  culture, 
and  age  sensitive.  State  alcohol  and  other  drug  (AOD)  programs  also  play  a  significant  role 
in  providing  tuberculosis  (TB),  multiple-drug-  resistant  TB  and  HIV/ AIDS  services  to  alcohol 
and  other  drug  clients  who  are  at  high  risk  for  these  diseases. 

CQmmgnts  qn  ftg  SWWify  Act 

State  Alcohol  and  Drug  Agracy  Directors  commrad  the  Clinton  Administration  for  its  efforts 
to  provide  essential  health  coverage  for  Americans.  The  Clinton  health  care  reforms,  when 
enacted,  will  be  a  ground-breaking  step  toward  achieving  affordable  quality  health  coverage  for 
many  Am^cans. 

NASADAD  also  commoids  the  Administration  for  recognizing  that  current  benefits  in  the 
package  will  not  meet  the  needs  of  many  Americans  for  alcohol  and  other  drug  prevention  and 
treatment  services  because  of  day  and  access  limits.  Coinsurance  and  co-payment  rates  will 
make  it  very  difficult  for  low-income  individuals  to  receive  services  under  the  current  proposal. 
This  recognition  is  demonstrated  in  the  continuation  of  the  public  alcohol  and  other  drug  services 
program  through  die  Substance  Abuse  Block  Grant,  the  phasing  in  of  more  generous  benefits 
in  the  year  2001,  and  the  Administration's  support  for  ancillary  sravices  such  as  outreach  and 
transportation  that  are  necessary  to  ensure  access  to  services. 

This  testimony  will  address  both  the  overall  braefits  of  the  American  Health  Security  Act  and 
some  specific  concerns  about  the  level  of  alcohol  and  odier  drug  services  to  low-income 
individuals.  Commoits  will  be  limited  to  the  alcohol  and  oth^  drug  portion  of  the  benefit 
although  many  of  the  issues  raised  are  also  relevant  to  mental  health  services. 
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Essential  Components  of  Health  Care  Reform 

The  proposed  Clinton  plan  has  many  features  that  address  weaknesses  in  the  current  system. 
NASADAD  and  its  members  recognize  the  significance  of  the  following  essential  components 
of  any  health  care  reform  proposal:  / 

o  Universal  coverage  is  the  goal  and  is  largely  achieved  with  the  exception  of  coverage  for 
prisoners  and  immigrants. 

0  Americans  will  be  assured  that  comprehensive  health  benefits  will  continue  without 
interruption  regardless  of  changes  in  health,  employment,  or  economic  status. 

o  Substance  abuse  and  mental  health  services  are  included  as  a  part  of  the  comprehensive 
benefit  package.  By  the  year  2001,  a  comprehoisive  mental  health  and  substance  abuse 
benefit  is  planned  with  appropriate  management  that  rq)laces  limits  on  services. 

o  A  public  delivery  system  is  maintained  in  the  interim  to  assure  services  to  individuals 
who  are  low  income  or  in  need  of  public  assistance. 

o       Alcohol  and  other  drug  collateral  treatment  is  offered  for  fiamily  members. 

o       Coverage  for  the  cost  of  prescription  medications  is  included. 

o  Arbitrary  caps  on  services  are  removed,  and  an  individual  may  receive  the  services 
needed  over  his  or  her  lifetime. 

o  Penalties  for  pre-existing  conditions  are  eliminated  so  that  an  individual  who  loses  or 
changes  jobs  will  not  be  penalized. 

o  Continued  funding  is  provided  for  the  Ryan  White  Care  Act  so  that  essoitial  services  for 
individuals  with  HTV/AIDS  is  assured. 

o  Employers  are  asked  to  contribute  to  the  cost  of  the  premium  for  full-time  and  part-time 
employees.  Self-employed  and  unemployed  persons  and  small  businesses  will  be  able 
to  purchase  less  expensive  insurance  and  will  receive  tax  breaks  or  other  support  to 
enable  them  to  participate. 

0  States  assume  primary  responsibility  for  establishing,  r^ulating,  and  monitoring  Health 
Alliances  and  providers  as  well  as  assuring  that  all  eligible  individuals  have  access  to  a 
health  plan  that  deliven  the  guaranteed  comprehensive  benefit  package. 
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Concerns  About  the  Health  Security  Act 

NASADAD  is  still  seeking  clarification  from  the  Administration  regarding  interpretation  of 
specific  provisions  of  the  benefit.  The  following  comments  do  not  reflect  a  full  listing  of 
concerns  but  only  serve  to  highlight  several  main  issues. 

Unlike  many  other  physical  diseases,  alcohol  and  other  drug  problems  are  often  characterized 
by  denial  by  both  the  patient  and  the  fiamily  of  the  need  for  treatment.  Relapses  during  treatment 
are  often  a  part  of  the  recovery  process  fVom  alcohol  and  other  drug  problems. 

It  is  important  to  consider  how  the  alcohol  and  other  drug  benefit  package  can  be  structured  to 
support  the  entry  into  and  successful  completion  of  treatment.  The  following  concerns  are  raised 
about  Ae  substance  abuse  and  mental  health  benefit  in  the  American  Health  Security  Act. 

1.  Substance  Abuse  Block  Grant 

One  important  question  is  the  impact  of  a  limited  alcohol  and  other  drug  benefit  on  the 
public  system.  A  recent  NIMH  study  indicate  that  of  p»sons  15  years  and  older:  18.3% 
have  a  maital  health  disorder  and  11.3%  have  a  substance  abuse  problem.  (Of  those 
with  a  substance  abuse  disorder,  9.7%  have  alcohol  problems  and  3.5%  have  drug 
pn^lems.) 

Because  the  AOD  boiefit  is  limited,  access  to  services  is  complicated,  and  co-payments 
are  required,  few  if  any  individuals  eligible  for  the  public  system  will  be  able  to  receive 
treatment  under  the  baiefit.  In  addition,  many  of  the  middle-income  individuals  who  can 
utilize  the  boiefit  will  seek  treatment  from  the  public  system  after  they  have  exhausted 
the  health  plan  boiefiL  Finally,  individuals  who  are  denied  access  to  basic  or  additional 
treatment  services  may  become  the  responsibility  of  public  AOD  treatment  system.  Thus 
funding  for  the  Block  Grant  should  be  augmented  and  not  decreased  until  such  time  as 
the  benefit  is  significantly  increased  and  day  and  access  limitations  are  eliminated. 

2.  Co-Fayments  Are  a  Significant  Barrier  for  Low-Income  Individuais  and  Other 
Persons 

The  $10  co-payment  for  services  and  $5  co-paymoit  for  prescriptions  present  significant 
barriers  to  service  for  low-income  individuals  now  receiving  services  through  the  public 
system.  And,  in  contrast  to  other  medical  services,  individuals  receiving  treatment  for 
alcohol  and  other  drug  problems  often  require  services  on  a  daily  or  4-times-a-week  basis 
thus  necessitating  significant  up  firont  co-payments  in  a  short  poiod  of  time. 
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The  benefit  should  be  amended  to  reflect  a  sliding  scale  of  payments  of  $0  to  $10  so  that 
no  individual  will  be  denied  care  because  of  an  inability  to  pay  the  full  $10  co-payment. 
In  addition,  all  co-paymaits,  deductibles  and  co-insurance  should  count  toward  the  out-of 
pocket  maximum  as  do  other  health  services. 

3.  The  Current  Day  Limits  for  All  Catteries  of  Services  Are  Inadequate 

Day  limits  for  hospital/residential,  int«isive  nonresidential/partial  hospitalization,  and 
outpatirat  treatment  are  too  restrictive  and  do  not  reflect  good  clinical  practice.  Alcohol 
and  other  drug  problems  are  responsible  for  creating  significant  health  care  costs  in  other 
areas.  (A  recoit  study  by  the  Caiter  on  Addiction  and  Substance  Abuse  at  Columbia 
University  showed  that  substance  abuse  is  responsible  for  at  l»st  one  in  every  five 
dollars  spent  by  Medicaid  on  hospital  costs.)  For  this  reason,  arbitrary  limitations  should 
be  removed  to  assure  that  individuals  receive  the  treatment  that  is  needed  and  that  will 
result  in  an  overall  reduction  of  health  care  costs. 

4.  Dually  Diagnosed  Individuals  mth  Substance  Abuse  and  Mental  Health  Problems 
Will  Be  Shortchanged 

About  4.5%  of  individuals  over  age  15  have  a  combination  of  alcohol,  drug  and  mental 
health  problems.  Different  treatments  are  required  for  each  problem.  The  Health 
Security  Act  should  be  amoided  so  that  individuals  with  a  dually  diagnosed  problem  are 
oititled  to  receive  all  levels  of  available  service  for  both  mental  health  and  substance 
abuse  problems. 


NASADAD  and  its  membo^  are  still  reviewing  the  boiefit  and  will  have  other  questions  and 
concerns  to  raise  in  the  future.  However,  even  allowing  for  weaknesses  in  the  proposal,  the 
Health  Security  Act  still  offers  the  best  opportunity  for  meaningful  progress  for  alcohol  and  other 
drug  problems  and  for  overall  health  care  reform. 

Thank  you  for  allowing  NASADAD  to  testify.  We  will  be  pleased  to  answer  any  additional 
questions  at  the  request  of  the  Committee.  Please  contact  BUI  Butynski,  Executive  Director  or 
Kathleen  Sheehan,  Director  of  Public  Policy  at  (202)  783-6868  for  more  information. 
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STATEMENT  OF 

NATIONAL     COUNCIL     ON     ALCOHOLISM    AND     DRUG     DEPENDENCE,  INC, 

The  National  Council  on  Alcoholism  and  Drug  Dependence,  the  oldest 
and  largest  voluntary  health  agency  in  the  field  of  addiction, 
thanks  you  for  holding  this  hearing  on  President  Clinton's  proposed 
treatment  benefit  for  alcoholism  and  drug  dependence.-  Since  1944, 
NCADD  has  been  a  national  leader  in  alcohol  and  other  drug  policy, 
education,  prevention  and  treatment  and  is  dedicated  to  supporting 
innovative  approaches  to  advance  the  field.  NCADD  serves  as  an 
advocate  for  alcoholics,  other  drug  dependent  persons  and  their 
families  and  for  the  development  of  alcohol  and  other  drug  policies 
in  the  best  interests  of  the  public  health.  NCADD  has  strong  links 
with  community-based  organizations  through  its  186  affiliates  in 
36  states. 

NCADD  supports  the  Health  Security  Act  because  it  acknowledges  that 
alcoholism  and  drug  dependence  treatment  is  an  integral  component 
of  our  health  care  system  and  includes  a  treatment  benefit.  We  are 
also  encouraged  by  President  Clinton's  commitment  to  provide 
universal  coverage  and  to  lift  restrictions  and  limits  on  the 
benefit  in  2001. 

However,  as  advocates  for  the  consumers  of  alcoholism  and  drug 
treatment  services,  we  are  alarmed  by  the  inappropriate 
restrictions  on  the  nature  and  duration  of  treatment  services  under 
President  Clinton's  proposal.  We  would  like  to  make  the  following 
recommendations  to  Congress  to  improve  the  benefit: 
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•  A  comprehensive  range  of  treatment  services  must  be  Included  in 
the  basic  benefit  package.  Lewin-VHI,  Inc.  has  estimated  that  a 
comprehensive  benefit  would  cost  approximately  $45  per  person  per 
covered  year.  The  benefit  estimate  by  Lewin-VHI,  Inc.  would 
provide  a  full  continuum  of  services,  assume  a  10%  increase  in 
utilization,  a  50%  increase  in  the  funding  per  unit  of  service  to 
improve  the  quality  of  care  particularly  in  the  publicly  funded 
system  and  provide  lengths  of  stay  similar  to  the  longer  lengths 
of  stay  currently  provided  in  the  publicly  funded  sector  with  an 
additional  10%  increase  in  response  to  improved  quality. 

•  The  Block  Grant  and  other  federal  funding  must  be  maintained  at 
levels  that  will  provide  appropriate  and  adequate  treatment  to 
those  who  need  it.  States  and  local  governments  should  not  be 
allowed  to  reduce  their  funding  commitments. 

•  Alcohol  excise  taxes  must  be  increased  to  help  raise  revenue  to 
fund  a  comprehensive  benefit  as  well  as  reduce  alcohol  consumption. 
Reduced  consumption  will  also  lead  to  reduced  alcohol-related 
health  care  problems. 

•  The  alcoholism  and  drug  dependence  treatment  benefit  should  be 
separated  from  the  mental  health  benefit.  These  illnesses  are 
different  and  have  distinct  health  care  systems. 

•  Utilization  review  and  managed  care  standards  must  be  the  same 
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as  those  for  other  health  care  services.  NCADD  supports  the 
implementation  of  the  standards  developed  by  the  Legal  Action 
Center. 

•  Cost-sharing  requirements  should  be  applied  on  the  same  basis 
as  other  prevention  services.  All  out-of-pocket  expenses  that  are 
incurred  as  a  result  of  alcoholism  and  drug  dependence  treatment 
should  be  counted  toward  the  yearly  maximum. 

Community-based  alcoholism  and  drug  dependence  treatment 
programs  should  be  designated  as  essential  providers. 

Adequate  and  appropriate  treatment  for  alcoholism  and  drug 
dependence  are  critical  to  the  success  of  health  care  reform. 
Statistics  bear  out  the  problem: 

•  According  to  the  National  Institute  on  Alcohol  Abuse  and 
Alcoholism,  in  its  Seventh  Special  Report  to  Congress p  about  25% 
of  all  hospitalized  patients  have  alcohol-related  problems. 

•  The  Center  on  Addiction  and  Substance  Abuse,  founded  by  Joseph 
Califano,  former  secretary  of  the  Department  of  Health,  Education 
and  Welfare,  has  issued  a  report  finding  that  at  least  20%  of 
Medicaid  funds  for  hospital  care  and  20%  of  hospital  days  are 
attributable  to  substance  abuse.  That  translates  to  $4.2  billion 
of  the  $21.6  billion  spent  on  Medicaid  in  1991. 


79-750  0  -  94-15 


446 


•  A  study  cited  in  the  Journal  of  the  American  Medical  Association  j 
in   September    1993    concluded   that   the    rate    of  alcohol-related 
hospitalizations      among      elderly      persons      is      similar      to  ^ 
hospitalizations  related  to  heart  problems.    The  costs  to  Medicare  I 
for    this    preventable    problem    are    considerable.       The  report 
estimates  that  Medicare  hospital  costs  related  to  alcohol  were 
$233.5  million  in  1989. 

•  Over  32%  of  AIDS  cases  are  linked  to  injecting  drug  use  and  over 
70%  of  pediatrics  AIDS  cases  are  linked  to  maternal  exposure  to  HIV 
through  drug  use  or  sex  with  a  drug  user.  The  Surgeon  General ' s 
Report  to  the  American  Public  on  HIV  Infection  and  AIDS  states  that 
the  cost  of  providing  treatment  to  people  with  HIV/AIDS  ranges  from 
$85,000  to  $150,000  per  patient. 

If  we  do  not  address  these  problems  now,  we  will  continue  to  face 
massive  health  care  costs,  lost  productivity  and  wasted  human 
lives.  We  know  that  alcohol-related  problems  and  drug  abuse  cost 
an  estimated  $166  billion  in  1991 — $99  billion  ow  which  is 
attributed  to  alcohol  and  $67  billion  of  which  is  attributed  to 
drug  abuse. 

Alcoholism  and  other  drug  addictions  are  chronic  and  relapsing 
conditions.  A  number  of  factors  have  made  evaluation  of  the 
overall  effectiveness  of  treatment  very  complicated.  Long-term 
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treatment  is  necessary  in  some  cases.  Comparisons  of  treatment 
modalities  are  difficult  because  different  drugs,  combinations  of 
drugs  and  populations  are  involved. 

It  is  known,  however,  that  alcoholism  and  other  drug  addictions  are 
treatable  conditions,  and  even  incremental  recovery  benefits  both 
the  individual  and  society.  Treatment  helps  reduce  alcohol  and 
other  drug  use  and  plays  a  critical  role  in  reducing  health  care 
costs  and  in  increasing  productivity. 

Recovery  rates  improve  when  each  patient  is  matched  to  the  most 
appropriate  treatment,  based  on  factors  such  as  employment,  health 
and  psychological  status,  and  whether  there  are  dependents  to 
consider  (for  example,  a  woman  with  children  might  do  best  in  a 
program  that  includes  child  care  services.) 

A  landmark  study  published  by  the  New  England  Journal  of  Medicine 
in  1991  indicated  that  inpatient  treatment  coupled  with  Alcoholics 
Anonymous  meetings  may  be  more  effective  that  less  intensive 
alternatives.  More  than  200  people  with  an  alcohol  or  other  drug 
problem  who  had  been  identified  through  a  corporate  employee 
assistance  program  were  randomly  assigned  to  one  of  three 
rehabilitation  methods:  compulsory  inpatient  treatment  (including 
attendance  at  Alcoholics  Anonymous  meetings)  ,  compulsory  attendance 
at  Alcoholics  Anonymous  meetings  and  a  choice  of  options.  The 
authors  of  the  study  compared  job  performance  and  abstinence  rates 
for  these  individuals  over  a  two-year  period  and  discovered  that 
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while  individuals  in  all  three  groups  showed  improvement,  the 
individuals  who  had  been  assigned  to  inpatient  treatment  (including 
attendance  at  Alcoholics  Anonymous  meetings)  had  the  highest 
abstinence  rates.  These  findings  were  especially  apparent  among 
individuals  who  had  been  using  cocaine. 

The  Institute  of  Medicine  reports  that  successfully  treating 
alcohol  problems  costs  ten  times  less  than  the  economic  toll  they 
take  on  our  society.  The  cost  varies  with  the  type  of  treatment 
and  the  severity  of  the  problem.  Over  a  six-month  period, 
treatment  of  an  individual  ranges  from  $1,000  to  $10,000.  Over  the 
same  period  of  time,  it  costs  $20,000  to  keep  someone  in  jail  for 
alcohol-and  other  drug-related  criminal  behavior  according  to  the 
National  Institute  on  Drug  Abuse. 

We  know  that  treatment  works.  The  National  Council  on  Alcoholism 
and  Drug  Dependence  strongly  urges  you  to  take  this  opportunity  to 
improve  the  quality  of  and  access  to  alcoholism  and  drug  dependence 
treatment.  It  is  vital  that  the  estimated  5.5  million  Americans, 
including  400,000  youths  and  100,000  pregnant  women,  receive  the 
treatment  they  need. 

Thank  you  for  your  time  and  consideration. 
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statement  of  Dr.  Mitchell  S.  Rosenthal,  M.D. 
President  and  Founder 
Phoenix  House 


For  more  than  a  quarter  century  I  have  been  involved  in  the 
treatment  of  drug  abuse,  as  president  and  founder  of  Phoenix 
House,  the  nation's  largest  non-profit  drug  abuse  services 
agency.     So,  I  am  deeply  concerned  about  the  impact  of  the  Health 
Security  Act  on  drug  abuse  treatment.     I  am  grateful  to  Chairman 
Waxman  and  the  Subcommittee  on  Health  and  the  Environment  for 
convening  a  hearing  specifically  to  focus  on  the  mental  health 
and  substance  abuse  provisions  of  the  Act. 

While  there  is  much  to  admire  in  the  Administration's  health 
care  plan,  and  I  am  pleased,  in  many  ways,  to  see  substance  abuse 
treatment  within  the  basic  health  care  delivery  system,  I  find 
the  Act's  limitation  of  substance  abuse  benefits  alarming.  This 
is  not  to  say  that  for  some  victims  of  substance  abuse  —  perhaps 
for  many  —  these  benefits  are  not  adequate.     But  they  come 
nowhere  near  meeting  the  needs  of  heavy,  high-risk  drug  users  who 
make  up  the  "hard  core."    I  would,  therefore,  urge  the 
Subcommittee  to  understand  that  this  plan  will  not  address  the 
treatment  needs  of  this  population,  and  to  convene  a  special 
hearing  that  separates  this  issue  from  the  overall  context  of 
universal  health  care. 

The  Administration  is  not  unaware  of  the  attention  hard  core 
drug  abuse  merits.    This  population,  which  numbers  well  over  a 
million,  is  specifically  targeted  for  treatment  by  President 
Clinton's  Interim  Drug  Abuse  Strategy,  which  maintains  that 
"reducing  hard-core  drug  use  is  paramount  to  the  resolution  of 
this  Nation's  drug  problem." 

This  is  entirely  appropriate  as  heavy,  high-risk  use  has 
persisted  in  recent  years,  even  as  overall  levels  of  drug  use 
declined.     The  disordered  behavior  of  hard  core  abusers  now 
drives  our  most  intractable  social  problems.     It  is  largely 
responsible  for  homelessness,  for  terrifying  levels  of  adolescent 
violence,  and  for  the  rising  incidence  of  child  neglect  and 
abuse.    Moreover,  no  population  contributes  more  to  escalating 
health  care  costs  —  through  the  spread  of  AIDS  and  tuberculosis, 
the  birth  of  drug- impaired  infants,  and  repeated  treatment  for 
the  wide  range  of  disorders  directly  attributable  to  substance 
abuse . 

The  Health  Security  Act's  limitation  on  benefits  to  support 
residential  treatment  —  just  reduced  in  the  Administration's 
draft  bill  from  a  maximum  of  60  days  a  year  to  just  30  days  — 
flies  in  the  face  of  the  treatment  priority  the  Interim  Strategy 
gives  to  the  hard  core.     For  these  men,  women,  and  adolescents, 
the  treatment  of  choice  is  comprehensive,  residential  and  long- 
term.     Such  treatment  goes  well  beyond  arresting  compulsive  drug 
use.     It  must  deal  with  the  psychological  basis  of  addiction, 
change  attitudes  and  values  that  support  drug  abuse,  develop 
alternative  patterns,  and  provide  new  social  and  vocation  skills. 
This  magnitude  of  change  is  not  accomplished  easily  or  quickly 
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but  rather  requires  an  intensive  residential  regiaen  generally 
lasting  at  least  6-18  months. 

Long-term ,  coi^rehensive,  residential  treatment,  provided  by 
non-profit,  community-based  agencies  like  Phoenix  House  are 
demonstrably  more  effective  —  and  significantly  less  expensive  - 
-  than  short-term  "chemical  dependency"  interventions  that  the 
Act  would  permit  hospitals  and  free-standing  proprietary  clinics 
to  provide.    A  full  yeaur  of  treatment  in  a  community-based 
residential  therapeutic  community,  with  a  broad  array  of 
educatio"nal,  vocational  and  other  rehaibilitative  services,  costs 
less  than  $20,000.     Short-term  inpatient  caire  in  a  chemical 
dependency  program  cam  cost  as  much.    And  inca^rceration  —  which 
is  a  liXely  fate  for  many  untreated,  disordered  drug  abusers  — 
costs  substantially  more  amd  can  last  infinitely  longer. 

How  are  we  to  ensure  the  survival  of  these  proven  programs 
for  the  hard  core?    Not  only  do  they  fall  outside  the  limits  of 
present  substemce  abuse  benefits  in  the  Health  Security  Act,  but 
the  very  existence  of  the  Act  threatens  the  primary  means  by 
which  the  federal  government  presently  supports  these  programs  — 
the  ADM  block  graints.     Already,  consideration  is  being  given  to 
siphoning  funds  from  the  Substance  Abuse  Block  Grant  to  cover 
costs  of  the  Health  Secxirity  Act's  mental  health  and  substance 
abuse  benefits. 

Logic  argues  that  the  last  things  we  should  now  do  is  drain 
resources  that  support  comprehensive,  long-term,  residential 
prograupos.     We  should,  instead,  seek  means  —  both  within  the  new 
health  care  plan  and  outside  it  —  to  streng1:hen  these  programs 
amd  expand  our  capacity  to  treat  the  more  than  a  million 
disordered  drug  abusers  we  have  in  this  country.     Should  we  fail 
to  do  this,  we  will  pay  a  feairsome  price  in  crime,  violence,  and 
social  disorder.     And  the  dollar  costs  —  in  criminal  justice  and 
corrections,  in  welfare,  health  care,  and  foster  care  —  will 
dwarf  whatever  is  saved  by  limiting  so  severely,  and  so 
unreasonably,  the  substance  abuse  benefits  of  the  Act. 

I  realize  that  you  amd  your  colleagues  in  the  House  of 
Representatives,  in  the  Senate,  and  in  the  Administration  face  a 
nearly  impossible  task  of  attempting  to  allocate  health  benefits 
in  ways  that  aire  equitable,  economical,  and  compassionate.  But 
the  problems  that  would  be  created  by  failure  to  address  properly 
the  treatment  needs  of  the  disordered  hard  core  aure  so  great  that 
they  clearly  merit  special  attention.     I  strongly  urge  this 
Subcommittee  to  turn  its  attention  amd  considerable  talents  to 
this  problem. 
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STATEMENT     OF     SOCIETY     OF     AMERICANS     FOR  RECOVERY 


ADDICTION:  AMERICA'S  NUMBER-ONE  PUBLIC  HEALTH  PROBLEM 

The  Society  of  Americetns  for  Recovery  —  SOAR  —  thanks  Chciirman  Waxman  and 
members  of  the  House  Health  and  Environment  Subcommittee  for  this 
opportunity  to  present  testimony.  The  chemical  dependency  treatment  benefits 
proposed  by  President  Clinton  and  other  health  care  reform  proposals  represent  a 
significant  step  toward  addressing  the  nation's  number-one  public  health  concern. 

SOAR  was  established  in  1990  by  former  Iowa  Governor  and  Senator  Harold  E. 
Hughes,  the  author  of  the  Hughes  Act  establishing  the  National  Institutes  of 
Alcoholism  and  Drug  Abuse.  SOAR  represents  an  "invisible"  but  very  real 
constituency:  the  miUions  of  Americans  whose  lives  have  been  directly  affected  by 
addiction,  and  who  know  that  recovery  is  possible  —  that  the  addict  is  no  longer  a 
"hopeless  case."  Most  people  never  see  the  results  of  treated  addiction:  the  20 
million  people,  addicts  and  their  families,  who  today  are  in  recovery. 

Any  effective  effort  to  stem  the  epidemic  of  addiction  must  be  based  on  the  insight 
of  those  who  have  survived  addiction  —  the  people  who  know  first-hand  what 
works.  They  can  testify  that  treatment  works,  and  that  recovery  from  addiction 
disease  must  become  a  national  priority. 

By  current  estimates,  more  than  24  million  Americans  still  suffer  from  this 
devastating  disease;  85  percent  of  these  people  will  not  receive  treatment.  And 
these  numbers  do  not  account  for  the  future  generations  who  will  inherit  the 
predisposition  to  addiction.  Treatment  now  is  available  only  to  the  well-to-do  and 
some  of  the  very  poor.  Publicly  funded  treatment  programs  usually  have  long  waiting 
lists.  Especially  during  the  crucial  early  months  or  years  of  chemical  dependency,  working 
Americans  and  their  families  do  not  have  adequate  access  to  sustained  treatment  and 
prevention  services. 

Treatment  is  an  Economic  Recovery  Tool. 

A  comprehensive  addiction  treatment  benefit  makes  sense  economically  as  well  as 
ethically.  The  costs  to  American  society  of  untreated  addiction  —  auto  accidents, 
child  and  spouse  abuse,  emergency  room  visits,  lost  job  productivity,  crime  —  now 
total  about  $300  BILLION  annually.  Without  policy  changes  this  amovmt  will  grow 
to  $1.8  TRILLION  by  the  year  2000.  In  addition,  the  estimated  cost  of  treating  the 
nation's  250,000  fetal  alcohol  victims  is  $1.4  billion.  The  projected  health  care 
costs  for  all  other  drug-affected  Infants  will  reach  $2.5  billion  by  1997.  Meanwhile, 
more  than  100,000  "crack  babies"  etre  bom  each  year. 

Moreover,  significant  reduction  in  America's  health  care  costs  is  unlikely  if  we  do 
not  face  our  addiction  problem.  The  economic  incentives  for  early,  effiective,  and 
continuing  treatment  for  alcoholics  and  other  drug  addicts  should  be  clear  to 
every  provider  who  has  had  to  finance  the  consequences  of  continuing  addiction. 
National  economic  recovery  wUl  be  virtually  impossible  unless  these  costs  are 
addressed. 
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A  rational  treatment  policy  for  addicts  and  edcoholics  will  reduce  health  care 
costs,  restore  family  imity,  and  increase  productivity.  The  addiction  disease 
benefits  now  Included  in  the  Clinton  health  security  plan  are  cost-effective  —  for 
the  health  system,  for  individuals,  and  for  the  nation.  People  in  recovery  from 
addiction  incur  health  care  costs  lower  than  the  average  for  their  respective  age 
groups.  Individuals  who  continue  in  their  addiction  experience  very  expensive 
deterioration  and  death  —  most  often  paid  for  by  tajqjayers.  A  recent  University  of 
California  study  has  concluded  that  every  $1  spent  on  treatment  saves  society 
$11.54. 

Our  nation's  drug  use  problems  cannot  be  solved  untU  all  Americans  own  their 
stake  in  the  problem  and  participate  in  the  solution.  Ekiucation,  prevention,  early 
detection,  intervention,  and  effective  treatment  all  are  hindered  by  continuing 
stigma,  discrimination,  misinformation,  and  denial.  America  needs  leadership  to 
place  this  national  killer  on  the  same  public  policy  footing  as  diabetes,  cancer, 
multiple  sclerosis,  polio,  and  other  public  health  menaces. 

Thank  you  for  allowing  SOAR  to  testify.  We  will  be  pleased  to  answer  any  additional 
questions  at  the  request  of  the  Committee.  Please  contact  Senator  Harold  E. 
Hughes  (Ret.),  chair  £ind  CEO,  or  Johnny  W.  Allem.  Executive  Director  for 
Development  and  Communications,  at  (202)  347-4257  for  more  information. 
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STATEMENT     OF     SUDDEN     INFANT     DEATH     SYNDROME  ALLIANCE 


Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for'the  opportunity 
to  present  the  views  of  the  Sudden  Infant  Death  Syndrome  Alliance  regarding  the 
Administration's  proposal  to  reform  the  nation's  health  care  system. 

The  SIDS  Alliance  is  an  organization  comprised  of  thousands  of  individuals  and 
families  around  the  country  that  have  been  devastated  by  the  sudden  unexplained  loss 
of  an  otherwise  healthy  baby. 

Sudden  Infant  Death  Syndrome  is  a  frightening  disorder  that  knows  no  economic 
boundaries;  it  can  strike  an  infant  from  any  country,  culture,  or  socio-economic  status. 
In  the  typical,  but  horrible  SIDS  case,  an  apparently  healthy  infant  is  put  to  bed  for  the 
night  or  for  a  nap  without  any  indication  that  something  is  wrong.  Sometime  later,  the 
infant  is  found  lifeless.  The  infant's  prior  medical  history,  a  complete  postmortem 
examination,  and  a  thorough  investigation  of  the  death  scene  provides  no  explanation 
for  the  cause  of  death.  SIDS  leaves  in  its  wake  grieving  families  and  frustrated  health 
care  professionals. 

Mr.  Chairman,  each  year  7,000  infants  die  as  a  result  of  SIDS  -  one  baby  each 
and  every  hour  of  each  and  every  day  -  including  holidays.  SIDS  is  the  number  one  killer 
of  babies  two  weeks  to  one  year  old,  and  is  a  major  factor  contributing  to  the  high  rate 
of  infant  mortality  in  the  United  States. 


SIDS  &  The  Health  Security  Act 

Families  affected  by  Sudden  Infant  Death  Syndrome  vigorously  applaud  the 
Administration's  initiative  in  health  care  reform.  Never  before  has  such  a  comprehensive 
review  of  our  nation's  system  been  done.  The  simple  recognition  that  our  health  care 
system  does  not  work  for  many  people  in  this  nation  is  a  significant  one.  That  the 
President  has  placed  health  care  reform  high  on  the  list  of  national  priorities  is 
commendable. 


Materngi  ft  Qm<ji  Hgglth  »  §10$ 

Even  though  very  little  is  known  about  the  cause  or  causes  of  SIDS,  the  Health 
Reform  proposal's  emphasis  on  guaranteed  access  and  improved  prenatal  and  well  baby 
care  bodes  well  for  improved  attention  to  infants  during  their  first  year  of  life.  Additionally, 
it  is  known  that  babies  born  prematurely,  below  normal  weight,  and  whose  mothers 
smoke  during  pregnancy  are  at  greater  risk  of  SIDS.  While  there  are  no  known  standard 
set  of  predisposing  factors  leading  to  a  SIDS  episode,  perhaps  the  greater  attention  to 
the  health  and  well  being  of  each  and  every  infant  could  lead  to  a  greater  understanding 
of  those  factors  that  precede  the  unexplained  death  of  an  infant.  More  attention  on  infant 
health  and  infant  mortality  may  provide  some  answers  to  why  apparently  healthy  babies 
die  of  Sudden  Infant  Death  Syndrome. 
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Prevention  &  SIPS  I 

I 

The  foremost  agonizing  thought  on  the  mind  of  each  SIDS  parent  is  "What  could  ' 
I  have  done  to  prevent  this  from  happening  to  my  baby  ?"  For  too  long,  the  nation's  | 
system  of  health  care  has  focused  on  episodic  sickness,  rather  than  preventing  illness  -  ! 
or  even  death.  The  SIDS  Alliance  has  reviewed  the  prevention  initiatives  in  the  President's 
plan  and  believes  that  in  many  respects,  the  proposal  represents  some  attention  to 
prevention  screening  activities  and  research.   However,  we  do  not  believe  the  plan 
allocates  enough  resources.  We  also  question  the  flexibility  of  the  prevention  initiatives 
with  respect  to  the  ability  of  health  care  professionals  to  respond  to  the  challenges  and 
opportunities  that  exist  in  preventing  disease.  We  believe  that  much  more  effort  needs 
to  be  placed  on  prevention  activities. 

Once  a  SIDS  episode  occurs,  there  is  no  medical  procedure,  operation,  or  drug, 
that  can  be  administered  to  bring  a  SIDS  baby  back  to  life.  The  only  way  to  stop  SIDS 
is  to  understand  it  -  and  prevent  it  from  happening. 


Federal  SIDS  Initiatives 

Mr.  Chairman,  there  are  three  major  federal  initiatives  occurring  currently  that 
address  Sudden  Infant  Death  Syndrome.  How  we  view  health  care  reform  can  be  gauged 
by  how  these  major  initiatives  are  impacted  by  the  various  proposals. 

1 .  )      The  SIDS  5  Year  Research  Plan  -  The  National  Institute  on  Child  Health 

&  Human  Development  is  the  major  agency  conducting  SIDS  research 
through  the  5  Year  Research  Plan.  The  SIDS  Alliance  recommends  that  the 
prevention  initiative  in  the  health  care  reform  proposal  be  flexible  enough, 
and  funded  adequately  to  support  a  dramatic  acceleration  of  research  into 
preventing  Sudden  Infant  Death  Syndrome.  Preventing  SIDS  and  reducing 
infant  mortality  must  be  major  priorities  in  health  care  reform. 

2.  )      Death  Scene  Protocol  -  50  different  states  in  this  country  have  at  least  50 

different  ways  of  conducting  the  investigation  at  the  scene  of  an 
unexplained  infant  death.  SIDS  parents  living  the  real  nightmare  of  the 
death  of  their  baby  have  also  had  the  unfortunate  experience  of  spending 
that  same  night  in  jail,  as  a  result  of  a  lack  of  standard  protocol  for  what 
should  occur  at  the  scene  of  an  unexplained  infant  death.  Later  this  year 
the  Centers  for  Disease  Control  and  the  National  Institutes  of  Health,  will 
issue  a  recommended  Standard  Death  Scene  Protocol  to  states  in  hopes 
that  they  will  be  adopted  on  a  state  by  state  basis.  The  standard  protocol 
will  be  more  sensitive  to  grieving  parents  and  attempt  to  collect  the  best 
information  to  be  used  in  gaining  further  understanding  about  SIDS. 
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3.)  SIPS  Services  -  Each  of  the  7,000  SIDS  deaths  annually  leave  7,000  sets 
of  parents,  siblings,  grandparents,  and  friends  desperate  for  answers  and 
in  need  of  professional  support,  counseling,  and  bereavement  services.  Mr. 
Chairman,  until  we  can  prevent  SIDS,  more  discretionary  resources  must  be 
dedicated  to  SIDS  services.  There  should  be  more  emphasis  on  helping  a 
family  struggle  through  this  crises  that  might  leave  the  SIDS  victim's  3  year 
old  sister  wondering,  "Will  I  die  tonight  ?"  Instead,  SIDS  service  programs 
around  the  country  have  been  virtually  wiped  out  with  the  advent  of  block 
grants.  The  Health  Reform  proposal  does  focus  more  funding  on  public 
health  crisis,  and  prevention,  but  maternal  and  child  health  services,  such 
as  SIDS  services  come  up  short.  The  availability  of  these  support  services 
are  essential  to  families  who  have  lost  a  child  to  SIDS. 

Thank  you  for  the  opportunity  to  present  the  views  of  the  SIDS  Alliance.  I  would 
be  happy  to  answer  any  questions  that  you  may  have  at  this  time. 


HEALTH  CARE  REFORM 
Health  Plans,  Risk  Adjustment,  and  Corporate 

Alliances 


THURSDAY,  DECEMBER  9,  1993 

House  of  Representatives, 
Committee  on  Energy  and  Commerce, 
Subcommittee  on  Health  and  the  Environment, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  9:50  a.m.,  in  room 
2123,  Raybum  House  Office  Building,  Hon.  Henry  A.  Waxman 
(chairman)  presiding. 

Mr.  Waxman.  The  meeting  of  the  subcommittee  will  come  to 
order. 

In  previous  hearings,  the  subcommittee  has  looked  at  the  basic 
structure  of  the  President's  health  care  reform  proposal,  including 
the  roles  of  regional  health  alliances,  of  States  and  of  the  National 
Health  Board,  in  assuring  universal  coverage  and  containing 
health  care  costs. 

Toda/s  hearing  will  look  at  three  additional  elements  of  the 
President's  health  care  reform  proposal:  (1)  the  terms  on  which 
health  plans  can  operate  within  regional  alliances;  (2)  provisions 
for  risk  adjustment  of  premiums  paid  to  health  plans;  and  (3)  the 
terms  on  which  large  employers,  Taft-Hartley  plans  and  other  enti- 
ties can  operate  as  corporate  alliances. 

A  central  objective  of  the  President's  proposal  is  to  give  all  Amer- 
icans an  annual  choice  among  competing  health  plans.  For  those 
covered  through  regional  alliances,  their  choices  will,  at  a  mini- 
mum, include  a  fee-for-service  plan.  For  those  covered  through  cor- 
porate alliances,  their  choices  must  include  a  fee-for-service  plan 
and  at  least  two  plans  that  are  not  fee-for-service  plans.  For  many 
Americans,  this  will  represent  far  more  choice  than  they  currently 
have. 

Not  everyone  will  be  covered  through  a  regional  alliance.  The 
President's  plan  gives  large  employers — those  with  5,000  or  more 
employees — as  well  as  certain  Taft-Hartley  plans  and  rural  co- 
operatives the  option  to  remain  out  of  the  regional  health  alliances 
and  instead  to  operate  a  corporate  alliance.  In  general,  Americans 
who  work  for  employers  operating  or  participating  in  corporate  alli- 
ances will  select  among  health  plans  offered  by  their  employer's 
corporate  alliance. 

The  choice  by  individuals  from  among  competing  health  plans  is 
a  critical  element  of  the  President's  cost  containment  strategy.  Be- 
cause plans  will  be  prohibited  from  refusing  to  enroll  people  or 
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charging  them  higher  premiums  based  on  their  health  status  and 
from  denying  coverage  for  preexisting  conditions,  plans  will,  in  the- 
ory at  least,  compete  for  enrollees  on  the  basis  of  price,  quality,  and 
service. 

In  order  for  this  cost  containment  strategy  to  work,  the  current 
incentive  for  plans  to  compete  by  avoiding  high-risk  enrollees  must 
be  eliminated.  To  accomplish  this,  the  President  proposes  that  the 
premiums  paid  to  the  plans  by  regional  alliances  be  risk-adjusted — 
that  is,  the  plans  should  get  higher  or  lower  premium  payments  de- 
pending on  whether  their  enrollees  have  above  or  below  average 
health  risks.  This  requirement  does  not  apply  to  payments  made 
to  health  plans  by  corporate  alliances,  because  the  premiums  that 
the  corporate  alliances  pay  to  plans  will  be  experience  rated. 

As  we  will  hear  today,  there  is  considerable  dispute  as  to  wheth- 
er currently  available  methodologies  for  risk  adjustment  are  ade- 
quate to  this  task.  If  they  are  not,  we  need  to  explore  what  addi- 
tional steps  can  be  taken  to  prevent  plans  from  profiting  by  avoid- 
ing people  in  poor  health. 

Before  calling  on  our  witnesses,  I  would  like  to  recognize  the  dis- 
tinguished ranking  minority  member  of  the  subcommittee,  Mr.  Bli- 
ley,  for  the  opening  statement. 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  read  in  the  newspaper  today  that  a  private  re- 
search group  has  performed  a  study  of  the  President's  plan  which 
basically  finds  the  financing  of  the  plan  sound.  Well.  Well.  Well.  I 
guess  we  might  have  as  well  have  the  vote  right  now. 

But  wait  a  minute.  Towards  the  end  of  the  article  there  is  a  little 
blurb  that  notes  that  this  study  is  based  on  all  of  the  plan's  as- 
sumptions coming  true.  So,  I  guess  if  the  Clintons  said  that  filet 
mignon  would  cost  5  cents  a  pound  we  could  all  eat  like  a  king  for 
under  $1  a  day,  if  we  accept  all  of  the  assumptions  at  face  value. 

I  see  Mrs.  Feder  here  again,  and  I  am  reminded  of  that  commer- 
cial that  we  saw  a  lot  of  in  1984,  "Where  is  the  beef?"  We  have 
been  waiting  since  September  the  28th  for  the  underlying  assump- 
tions which  the  First  Lady  so  graciously  promised  to  send  me  and 
we  are  still  waiting.  How  can  we  make  conclusions  if  we  can't  see 
the  underlying  analysis? 

Mr.  Chairman,  I  have  got  a  long  statement.  I  know  you  are  dying 
to  hear  it,  but  for  the  sake  of  time  and  brevity,  I  ask  unanimous 
consent  to  include  it  in  the  record. 

Mr.  Waxman.  Without  objection,  that  will  be  the  order. 

[The  opening  statement  and  charts  of  Mr.  Bliley  follow:] 

Opening  Statement  of  Hon.  Thomas  J.  Bliley,  Jr. 

Mr.  Chairman,  in  today's  newspapers  we  are  told  that  a  research  group,  Lewin- 
VHI  has  performed  a  study  on  the  R-esident's  plan  which  basically  finds  the  financ- 
ing of  the  plan  sound,  I  am  sure  in  the  next  month  or  two  numerous  other  private 
consulting  firms  will  release  conflicting  reports  on  the  Clinton  plan.  Let  us  remem- 
ber that  all  of  these  private  sector  firms  are  "hired  guns".  For  some  peculiar  reason, 
studies  produced  by  such  firms  always  provide  conclusive  proof  for  the  sponsor's  po- 
sition on  the  issue. 

Since  we  currently  do  not  have  page  one  of  substantive  analysis  fi-om  the  adminis- 
tration on  how  they  calculated  their  numbers,  I  would  again  like  to  point  out  the 
flaws  in  the  Clinton  financing  scheme.  Today's  Washington  Post  article  identifies  me 
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and  Chairman  Waxman,  among  many  others,  as  some  of  the  critics  of  the  adminis- 
tration's financing  plan.  I  would  again  Hke  to  strongly  afBrm  my  belief  that  the 
President's  health  plan  will  result  in  massive  underfiinding  and  the  need  for  new 
taxes  and  premiums. 

I  would  again  like  to  point  out  that  the  cost  containment  features  of  the  Clinton 
plan  are  also  its  primary  financing  mechanism.  If  any  of  the  major  cost  containment 
features  of  this  plan  were  changed,  or  more  importantly,  if  any  of  the  estimates  of 
entitlement  savings  prove  inaccurate,  the  oversJl  financing  of  the  health  care  plan 
would  fall  apart  like  a  "house  of  cards."  Why?  Because,  it  is  the  CPI  premium  cap 
and  the  draconian  Medicare  and  Medicaid  cuts  which  are  supplying  over  two-thirds 
of  the  plan's  financing.  If  the  entitlement  and  other  cuts  do  not  materialize,  the  Fed- 
eral budget  deficit  wlII  explode  like  a  super-nova.  If  the  Congressional  Budget  Office 
[CBO]  and  HCFA  estimates  prove  to  be  wrong,  and  based  on  past  experience  that 
is  a  certainty,  hundreds  of  billions  of  dollars  will  be  added  either  to  the  budget  defi- 
cit, or  the  tax  burden  on  the  American  public. 

With  regard  to  the  premium  cap,  let  me  quote  from  Dr.  Stuart  Altman's  written 
testimony:  "It  should  be  understood,  Mr.  Chairman,  that  a  CPI  target  would  create 
a  tighter  spending  control  system  than  of  any  other  nation."  This  is  a  point  I  first 
addressed  to  Mrs.  Clinton  at  our  hearing  on  September  28th,  when  I  used  this  chart 
comparing  international  growth  rates.  I  pointed  out  to  her  that  in  the  1985-1991 
time  period,  the  British  Nationalized  Health  Care  System  grew  at  an  annualized, 
per  capita  rate  of  3.84  percent  above  inflation,  and  tne  Canadian  single-payer  sys- 
tem grew  at  an  annualized,  per  capita  rate  of  3.58  percent  above  inflation.  My  ques- 
tion to  Mrs.  Clinton  was  simply  this:  No  nationalized  system  has  come  even  close 
in  limiting  spending  to  the  CPI,  and  in  the  case  of  Britain  and  Canada,  we  are  talk- 
ing about  systems  that  explicitly  ration  care.  How  is  the  administration's  plan  going 
to  accomplish  this  extraordinary  reductions  in  health  care  spending,  when  even  sys- 
tems that  ration,  have  not  remotely  approached  these  spending  limits? 

Since  that  first  hearing  I  have  asked  Secretary  Shalala  and  other  administration 
officials  the  same  question.  At  this  point,  I  have  not  received  a  satisfactory  answer. 
The  fiillest  answer  was  given  by  Mrs.  Clinton.  She  said  that  Dr.  C.  Everett  Koop 
had  told  her  that  there  were  $200  billion  of  wasteful  and  unnecessary  costs  in  the 
U.S.  health  care  system.  $200  billion  would  represent  approximately  20  percent  of 
all  national  health  care  expenditures.  When  Secretary  Snalala  testified  before  us, 
I  asked  her  to  document  some  of  the  $200  billion  of  unnecessary  costs  in  the  system. 
She  was  able  to  document  only  a  small  fi'action — $1.5  million  to  be  exact!  Maybe 
Dr.  Feder  can  use  her  oral  testimony  today  to  document  the  $200  billion  figure,  and 
more  importantly,  show  us  how  we  are  going  to  become  the  slowest  growing  health 
care  system  in  the  western  world  without  rationing  health  care. 

Finally,  lets  look  more  closely  at  the  plan's  financing.  For  the  time  period  of  1995 
through  the  year  2000,  Medicare  and  Medicaid  are  cut  approximately  $200  billion. 
During  the  same  period,  the  health  care  programs  of  the  Veterans,  the  Department 
of  Defense,  and  Federal  employees  are  cut  approximately  $40  billion.  These  cuts 
represent  roughly  60  percent  of  the  new  financing  in  the  Clinton  plan.  These  cuts 
are  then  used  to  buy  new  benefits  or  provide  subsidies  to  small  businesses  and  low- 
income  individuals.  Therefore,  the  "savings"  fi-om  the  entitlement  cuts  are  already 
spent.  The  critical  question  is — will  the  entitlement  savings  ever  materialize? 

History  is  the  best  guide.  Lets  look  at  this  chart  which  compares  the  CBO  Medic- 
aid and  Medicare  baselines  in  January,  1991  and  January,  1993.  The  top  line  is  the 
January,  1991  CBO  Medicaid  baseline  calculated  on  the  statutory  changes  made  in 
the  1990  Reconciliation  bill.  CBO  initially  estimated  that  total  Medicaid  pending 
for  the  years  1992-1996  would  be  $363  billion  over  5  years.  During  their  January, 
1993  re-estimate  the  equivalent  baseline  had  grown  to  $463  billion,  a  $100  billion 
increase.  An  identical  analysis  of  the  Medicare  baseline  shows  a  $51  billion  increase 
over  5  years.  Therefore,  we  can  say  that  the  initial  Medicaid/Medicare  estimate  of 
the  1990  Reconciliation  bill  was  off  by  a  staggering  $151  billion  over  5  years. 

Now  let's  look  briefly  at  CBO's  ability  to  estimate  the  cost  of  new  benefits.  Lets 
look  at  what  occurred  during  the  short  life  span  of  the  Medicare  Catastrophic  Cov- 
erage Act  (MCCA).  When  the  Act  passed  Congress,  the  official  CBO  estimate  for  the 
new  benefits  was  $30  billion  over  5  years.  One  year  later,  CBO  re-estimated  the  cost 
of  the  benefits  at  $48.3  billion,  a  whopping  $18.2  billion  increase  in  less  than  a  year. 
And  let  me  remind  my  colleagues  that  some  of  the  major  benefits  had  not  even  been 
phased-in  yet. 
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These  two  examples  are  representative  of  many  others  and  point  to  two  principles 
of  Federal  budgeting:  (1)  CBO  tends  to  grossly  under-estimate  the  cost  of  new  bene- 
fits; and  (2)  tends  to  dramatically  over-estimate  the  "savings"  that  can  be  "squeezed" 
from  the  health  care  entitlements.  If  we  apply  these  principles  to  the  Clinton  plan, 
we  can  begin  to  understand  that  the  plan  mav  not  only  irreparably  damage  the 
world's  greatest  health  care  system,  but  could  also  simultaneously  send  the  Federal 
budget  into  a  "black  hole." 

Let  me  again  reiterate,  that  Congress  will  not  base  its  legislative  deliberations  on 
analyses  performed  by  "beltway  bsoidits"  or  other  "hired  guns." 
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Average  Annual  Growth  in  Per  Capita  l-lealth  Expenditures 

(Adjusted  for  Inflation  1985-1991'') 


Country  %  Increase  (isss-issi*) 

Turkey  9.61 

Spain  6.69 

Italy  5.55 

Finland  4.97 

Iceland  4.48 

Luxembourg  4.41 

Norway  4.30 

Japan  4.24 

Belgium  3.95 

United  Kingdom  3.84 

Canada  3.58 

Portugal  3.41 

France  3.26 
Austria  ,  3.05 
Netherlands                 '  2.94 

Ireland  2.67 

Greece  2.26 

Australia  2.08 

New  Zealand  2.06 

Germany  2.05 

Denmark  2.03 

Switzerland  1.82 

Sweden  0.48 


United  States  0** 

*  Numbers  are  the  percentage  by  which  the  increase  exceeds  the  rate  of  inflation,  as  mea- 
sured by  the  GDP  inflator. 
Number  from  §6001(3)(A),  p.  986,  H.R  3600. 

Sources:  Organization  for  Economic  Cooperation  and  Development,  1985-1991  compari- 
son; H.R  3600  as  introduced. 
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CBO  Baseline  Projections 
For  Medicare  &  Medicaid 

(by  fiscal  year  in  $biilions) 

Medicaid 

 1992  1993  1994  1995  1996  Totals 

Jan.  1991*      $57  $64  $72  $80  $90  $363  billion 

Jan.  1993**  $68  $80  $92  $105  $118  $463  billion 
Difference, 

1993-1991   +11  +16  +20  ■h25  +28  $100  billion 

$  1 00  billion  added  to  Medicaid  CBO  baseline  between  Jan.  1 99 1  &  Jan. 
1993  Budget  Outlooks  due  to  "technical  corrections."  Technical 
adjustments  not  subjea  to  PAYGO  requirements. 

Medicare 

 1992  1993  1994  1995  1996  Totals 

Jan.  1991*  $127  $140  $156  $173  $194  $790billion 
Jan.  1993^  $129  $146  $167  $188  $211  $841  billion 
Difference, 

1993-1991     +2     +6    +11    +15    +17   $51  billion 

$51  billion  added  to  Medicare  CBO  baseline  between  Jan.  1991  &  Jan. 
1993  Budget  Outlooks  due  to  "technical  corrections."  Technical 
adjustments  not  subjea  to  PAYGO  requirements. 


*  The  Economic  and  Budget  Outlook  Fiscal  Years  1992-1996,  January  1991.  Congressional  Budget  OfRce,  p.  91 
**The  Economic  and  Budget  Oudoot  Fiscal  Years  1994-1998,  Januaiy  1993.  Coogressiooal  Budget  Office,  p.49 


463 


2^ 

0\ 


I 


03 


25 


.B 

«0 


Hi 

JO  ^ 


o  o  o  o 

00  IT)  CO  (N 

CO  r-*  ^rl 

. — <  t— c  • — < 


o  o  o  o 

i-j  On 

<N  r-'  ^* 


00 


o 

00 


o 

CO 


I 

§  IS 

lit 

J'^  ?Q 

a,  «o  *5 


•  I 


.2 

B 

.s 

i3 


0  i 

Is 


464 


Mr.  Waxman.  Mr.  McMillan? 

Mr.  McMillan.  Thank  you,  Mr.  Chairman.  I  have  a  brief  state- 
ment but  I  won't  even  use  that. 

I  would  like  to  welcome  you  back  and  really  underscore  what  the 
ranking  member,  Mr.  Bliley,  said.  I  think  you  probably  agree  with 
us  that  there  is  something  holding  us  back.  How  do  experts  such 
as  those  at  Lewin  get  hold  of  information  that  apparently  we  can't 
get  hold  of?  Or  maybe  when  we  read  the  report,  what  has  been  said 
will  be  found  to  be  true.  That  they  really  assumed — accepted  infor- 
mation provided  by  management  and  didn't  question  it.  But  I  hope 
we  will  have  an  opportunity  to  find  that  out. 

Could  I  ask  the  question  one  more  time,  when  do  you  think  we 
will  receive  

Mr.  Waxman.  Well,  would  the  gentleman  just  make  the  opening 
statement?  Then  we  will  get  to  questions  after  the  testimony. 
Mr.  McMillan.  All  right. 

I  will  simply  put  you  on  notice  that  I  will  ask  that  question  when 
the  opportunity  arises. 
And  I  yield  back  the  balance  of  my  time.  Thank  you. 
Mr.  Waxman.  Thank  you,  Mr.  McMillan. 
Mr.  Hastert? 

Mr.  Hastert.  Thank  you,  Mr.  Chairman.  Just  a  short  opening 
statement. 

I  would  like  to  join  the  chorus  here  today.  I  appreciate  you  being 
here  today  and  look  forward  to  your  testimony. 

And  again,  I  recognize  you,  Dr.  Feder,  as  being  one  of  the  archi- 
tects of  this  plan.  I  appreciate  the  discussions  we  had  early  last 
spring  with  you  and  Ira  Magaziner.  We  talked  about  parameters 
and  how  we  could  work  on  health  care  on  a  bipartisan  basis,  and 
at  that  time  I  think  there  was  genuine  interest  to  do  that. 

Early  on,  from  you  and  then  again  from  Ira  Magaziner,  there 
were  promises  that  the  administration  would  be  able  to  share  the 
underljdng  studies,  the  underl3dng  economic  assumptions  and  anal- 
ysis on  which  this  program  was  built.  We  have  this  whole  scenario 
of  hearings,  but  without  facts,  without  numbers,  without  the  basic 
underlying  tenets  of  how  this  thing  was  put  together,  it  is  like  try- 
ing to  engineer  a  building  without  the  blueprints,  and  that  is  our 
job  to  do  that.  We  are  very,  very  frustrated  on  this  side  of  the 
panel. 

We  are  sitting  here,  in  a  sense,  with  you  holding  all  the  cards, 
all  the  information,  and  us  just  trjdng  to  guess  where  these  ideas 
are  coming  from,  where  the  numbers  are  coming  from,  where  the 
economic  ramifications  are  coming  from,  and  I  just  want  you  to  un- 
derstand our  frustration. 

And  with  that  I  will  close,  but  again  look  forward  to  your  testi- 
mony today  and  your  ongoing  cooperation. 

Mr.  Waxman.  Thank  you,  Mr.  Hastert. 

Mr.  Brown?  Do  you  have  a  statement? 

Mr.  Moorhead? 

Mr.  Moorhead.  Mr.  Chairman,  I  wish  to  join  the  others  in  wel- 
coming Judith  Feder  this  morning  to  the  panel. 

I  want  to  echo  what  has  been  said  before.  The  major  concern  Re- 
publicans have  had  with  this  legislation  is  that  we  have  asked  wit- 
ness after  witness  to  give  us  the  background  materials  and  they 
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have  all  promised  to  do  so.  Yet  months  and  months  go  by  and  none 
of  it  is  offered.  And  yet  we  are  coming  to  the  point  very  shortly, 
following  the  recess,  when  we  will  be  marking  this  legislation  up. 
It  is  impossible  for  us  to  do  all  that  has  to  be  done  after  we  get 
that  material  if  we  don't  get  it  almost  immediately. 

I  know  everyone  wants  cooperation,  but  it  has  to  be  a  two-way 
street,  and  it  hasn't  been  forthcoming  so  far. 
So,  we  are  looking  forward  to  your  testimony  today. 
Mr.  Waxman.  Thank  you,  Mr.  Moorhead. 

Our  first  witness  today  is  Judith  Feder,  the  Principal  Deputy  As- 
sistant Secretary  for  Planning  and  Evaluation.  She  is  accompanied 
by  Gary  Claxton,  a  Senior  Analyst  at  the  Department  of  Health 
and  Human  Services. 

On  November  2,  Dr.  Feder  testified  before  our  subcommittee  on 
the  structure  of  the  President's  plan  focusing  on  regional  health  al- 
liances. Yesterday,  she  described  the  President's  proposed  benefits 
package.  Today,  we  have  asked  her  to  review  the  bill's  provisions 
relating  to  health  plans,  risk  adjustments  and  corporate  alliances. 

Dr.  Feder,  welcome  back.  We  missed  you.  It  seems  like  so  long 
since  we  last  saw  you. 

Without  objection,  your  written  statement  will  be  included  in  the 
record  in  its  entirety.  We  would  like  to  ask  you,  if  you  would,  to 
limit  the  oral  presentation  to  5  minutes,  so  we  will  have  an  ample 
time  for  questions  and  answers. 

STATEMENT  OF  JUDITH  E.  FEDER,  PRINCIPAL  DEPUTY  AS- 
SISTANT SECRETARY  FOR  PLANNING  AND  EVALUATION,  DE- 
PARTMENT OF  HEALTH  AND  HUMAN  SERVICES,  ACCOM- 
PANIED BY  GARY  CLAXTON,  SENIOR  ANALYST 

Ms.  Feder.  Thank  you,  Mr.  Chairman.  And  it  is,  Mr.  Chairman, 
Mr.  Bliley,  members,  it  is  a  pleasure  to  be  here  again.  And  with 
regard  to  the  opening  statements,  may  I  say  that  it  is  my  strong 
and  profound  wish  that  I  not  appear  before  you  again  until  I  have 
got  those  numbers  for  you,  and  we  are  doing  our  utmost  to  have 
them  to  you  as  quickly  as  possible  and  I  hope  in  the  very  imme- 
diate future. 

As  you  indicated  in  your  opening  statement,  you  have  asked  me 
to  come  today  to  talk  about  the  way  in  which  the  Clinton  health 
plan  will  assure  universal  coverage  to  comprehensive  benefits 
through  a  competitive  health  care  marketplace  and  to  address  spe- 
cific aspects  of  that  marketplace,  the  nature  of  health  plans  and 
risk  adjustments  as  needed  to  assure  their  appropriateness  and  vi- 
ability in  terms  of  handling  the  patients  they  serve,  and  to  discuss 
corporate  alliances,  and  so  I  will  proceed  first  with  the  plans  and 
then  with  the  corporate  alliances. 

Health  plans  will  operate  within  a  Federal  framework.  That 
framework  provides  for  universal  coverage  and  a  guaranteed  pack- 
age of  comprehensive  benefits,  insurance  reform,  including  guaran- 
teed acceptance  and  renewable  coverage  and  community  rating;  ac- 
I   cess  to  fee-for-service  coverage;  administrative  simplification,  in- 
I   eluding  uniform  reporting  requirements  and  standard  claims  forms; 
I   choice  of  health  plans  by  informed  consumers;  a  national  quality 
management  program  that  includes  core  quality  and  performance 
measures  for  health  plans  and  for  health  care  providers. 
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As  a  result  of  these  Federal  guarantees,  health  plans  will  for  the 
very  first  time  compete  head  to  head  for  enrollees.  With  the  same 
benefits  in  each  plan  and  the  comparative  performance  report  in- 
formation available  from  alliances,  consumers  will  be  able  to  mean- 
ingfully compare  plan  quality  and  costs  and  choose  the  type  of  plan 
providers  and  premium  structure  which  best  meets  their  needs. 

States  will  be  responsible  for  oversight  of  health  plan  operation. 
In  particular.  States  will  be  responsible  for  certification  of  health  I 
plans,  regulating  health  plan  solvency,  and  establishing  an  admin-  | 
istrative  appeals  office  for  complaints  that  might  arise  against  | 
health  plans.  ! 

Health  plans  will  be  responsible  for  delivering  the  comprehensive 
benefits  within  the  premium  they  bid  and  consistent  with  the  tar- 
get established  by  the  National  Health  Board  for  each  regional  and 
corporate  alliance. 

Alliances  will  negotiate  with  health  plans  over  premiums,  and  we  i 
believe  that  health  plans  will  be — ^the  competition  will  induce  plans  | 
to  offer  high  quality  service  at  affordable  prices  in  order  to  attract  | 
and  retain  enrollment.  i 

However,  if  the  average  premium  in  an  alliance  should  exceed  | 
the  target  for  that  alliance,  the  Act  contains  provisions  to  reduce 
plan  premiums  and  spending  to  targeted  levels. 

To  address  concerns  about  risk  selection  in  the  marketplace,  the  i 
Health  Security  Act  contains  a  series  of  integrated  steps,  including,  i 
first,  assuring  universal  coverage  and  a  standard  package  which  j 
reduces  adverse  selection  by  people  facing  higher  risks,  enrollment  i 
through  health  alliances  which  eliminates  the  capacity  of  health  | 
plans  to  selectively  market  in  order  to  avoid  risks,  marketing  re-  | 
forms,  insurance  underwriting  and  rating  reforms  that  eliminate  i 
rate  discrimination  against  higher  risk  people,  reforms  and  plan  | 
contracting  rules,  including  provisions  that  require  all  health  plans  | 
to  contract  with  academic  health  centers  in  order  to  provide  appro-  \ 
priate  services  to  people  who  have  greater  health  problems,  manda-  i 
tory  reinsurance  of  high-cost  cases  and  conditions,  and  adjustment  | 
of  health  plan  premiums  for  demographic  and  health  status  vari-  i 
ations  through  prospective  adjustments  to  the  pajrments  made  to  I 
health  plans.  j 

This  set  of  requirements,  Mr.  Chairman,  we  believe  will  assure  | 
that  health  plans  are  paid  appropriately  for  the  population  that  i 
they  serve  and  will  have  very  little,  if  any,  opportunity  to  selec- 
tively enroll  or  disenroll  particular  populations.  , 

Turning  to  the  corporate  alliances,  the  Health  Security  Act  per-  | 
mits  employers  of  sufficient  size  along  with  Taft-Hartley  plans  and  : 
rural  electric  cooperatives  to  continue  to  have  the  option  of  self-in-  ' 
suring  their  employees'  health  benefits  by  forming  a  corporate  alii-  i 
ance.  Any  private  employer  with  over  5,000  full-time  employees  na-  j 
tionwide  may  elect  to  form  a  corporate  alliance.  These  large  em-  j 
ployers  may  also  choose,  if  they  wish,  to  participate  in  a  regional  \ 
alliance.  ' 

A  corporate  alliance  will  serve  the  same  functions  as  a  regional 
alliance  under  similar  requirements,  and  ERISA  will  be  amended 
to  ensure  that  that  happens.  Corporate  alliances  must  offer  health 
plans  that  provide  the  nationally  guaranteed  comprehensive  bene- 
fits. Each  corporate  alliance  must  hold  an  annual  open  enrollment 
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and  provide  comparative  information  about  health  plans  for  their 
employees. 

Grievance  procedures  and  reporting  requirements  applicable  to 
regional  alliances  also  apply  to  corporate  alliances,  as  do  the 
changes  we  have  made  for  administrative  simplification. 

Each  corporate  alliance  must  offer  at  least  one  fee-for-service 
plan  and  at  least  two  other  plans.  Corporate  alliance  plans  must 
accept  all  eli^ble  enroUees  on  a  first  come-first  serve  basis  and 
may  not  terminate  enrollees  or  limit  coverage  for  the  nationally 
guaranteed  comprehensive  benefit  package. 

Exclusions  for  preexisting  conditions  and  waiting  periods  are  pro- 
hibited. Plan  premiums  in  the  corporate  alliances,  as  in  the  re- 
gional alliances,  must  stay  within  the  nationally  established  pre- 
mium cap. 

Employers  that  form  a  corporate  alliance  will  periodically  have 
the  opportunity  to  move  into  the  health  alliance  if  they  choose; 
Once  in  the  regional  alliance,  there  is  no  opportunity  to  return  to 
corporate  alliance  status.  The  concern  being  that  we  do  not  want 
a  gaming  and  risk  selection  with  respect  to  the  regional  alliance 
enrollment. 

For  corporate  alliance-eligible  employers  who  choose  to  join  the 
regional  alliances,  community  rating  and  discounts  will  be  phased 
in  over  an  8-year  period  regardless  of  when  they  join.  Again,  the 
concern  is  to  prevent  any  kind  of  gaming  or  risk  selection. 

Mr.  Chairman,  this  concludes  my  opening  remarks  with  respect 
to  the  issues  that  you  have  asked  me  to  address  this  morning,  and 
I  look  forward  to  addressing  any  and  all  questions  you  have  for  us. 

Mr.  Waxman.  Thank  you  very  much  for  that  presentation,  and, 
of  course,  that  longer  statement  will  be  in  the  record. 

[The  prepared  statement  of  Ms.  Feder  follows:] 
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STATEMENT  OF 
JUDITH  E.  FEDER,  Ph.D. 
PRINCIPAL  DEPUTY  ASSISTANT  SECRETARY 
FOR  PLANNING  AND  EVALUATION 
DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

Today,  our  health  insurance  and  health  care  delivery  systems 
suffer  from  major  flaws  that  threaten  our  health  security.  The 
President's  Health  Security  Act  addresses  these  flaws,  by 
attacking  the  causes  of  the  problem.    For  exeunple: 

•  Universal  coverage  will  provide  security  for  all, 
regardless  of  employment  or  economic  status. 

•  Our  insurance  reforms  will  prevent  health  plans  from 
pricing  the  sick  out  of  the  market,  and  will  force  health 
plans  to  compete  to  provide  care  to  those  who  need  it  most. 

•  Through  marketplace  competition  and  state  oversight, 
health  plans  will  be  held  accountable  for  the  quality  and 
cost  of  the  care  they  provide. 

•  Collection  and  dissemination  of  practice  information  and 
the  development  of  quality  standards  will  assist  health  care 
practitioners  in  developing  effective  treatment  protocols. 

In  the  rest  of  my  testimony  today,  I  will  describe  the  role  of 
health  plans  in  accomplishing  these  goals,  the  role  of  the  States 
in  overseeing  health  plans,  and  the  role  of  corporate  alliances. 

Health  plans  will  provide  health  insurance  coverage,  much  as 
insurance  companies  and  HMOs  provide  such  coverage  today.  A 
health  plan  can  be  a  fee-for-service  plan  like  today's  indemnity 
plans,  an  HMO,  a  PPO  or  other  type  of  network,  or  any  other 
arrangement  that  meets  the  federal  and  State  recpiirements .  There 
must  be  at  least  one  fee-for-service  plan  available  in  each 
alliance.    Every  person  will  choose  his  or  her  own  health  plan 
and  physician. 

Health  plans  (other  them  fee-for-service  plans)  will  have 
flexibility  in  structuring  their  relationships  with  providers. 
Providers  themselves  will  be  encouraged  to  form  new  health  plzms. 
Health  plems  will  be  required  to  contract  with  Essential 
Community  Providers  during  a  transition  period  and  pay  them  no 
less  than  rates  paid  to  other  providers  in  the  community,  or  pay 
them  based  on  Medicare  reimbursement  principles. 

Th?  F?der?ii  Fr?^m?wprH  fpr  n^^lth  Flan  op^r^ttipn? 

Health  plans  will  operate  within  the  following  federally 
mandated  parameters: 

Universal  coverage.    All  U.S.  citizens  and  legal  residents 
will  be  covered. 
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Guaranteed  comprehensive  benefits.    Each  health  plan  must 
offer  the  nationally  guaranteed  benefits  package,  which  will  be 
updates  over  time  to  reflect  changes  in  health  care  practices  and 
technology.    Health  plans  may  offer  supplemental  policies. 

Insurance  reform.    All  plans  must  accept  applicants  on  a 
first  come-first  served  basis  (unless  the  plan  is  a  closed  panel 
plan  which  is  full) ;  risk  selection  is  prohibited.  Community 
rating  is  required. 

Fee-For-Service  option.    All  health  plans  that  rely  on  a 
network  of  participating  providers  must  also  offer  an  "out-of- 
network"  option,  enabling    enrol lees  to  seek  care  from  nonparti- 
cipating  providers.    The  option  can  be  offered  as  part  of  the 
plan  arrangement  or  as  a  separate  option. 

Standardized  forms  and  administrative  simplification. 

Uniform  reporting  requirements  and  standardized  forms  will 
dramatically  lighten  health  plans'  paperwork  burden. 

Consumer  protections.    Each  health  plan  must  provide  to  the 
alliance  information  concerning  its  costs,  the  qualifications  of 
its  providers,  its  utilization  management  and  quality  assurance 
procedures,  and  its  consumer  grievance  procedures.    The  alliance 
will  make  this  information  available  to  consumers  in  a  standard- 
ized format,  to  facilitate  comparison.    Consiuners  will  be 
guaranteed  grievance  and  appeals  procedures  that  meet  Federal 
requirements. 

Quality  standards.    The  National  Board  also  will  develop  the 
core  quality  and  performance  measures  for  a  health  plan 
performance  report,  so  that  quality  can  be  easily  compared  and 
evaluated  and  improved  across  the  country. 

As  a  result  of  these  federal  reforms,  health  plans  will  — 
for  the  first  time  —  compete  head-to-head  for  enrollees. 
With  standard  benefits  and  the  comparative  performance  report 
information  availeible  from  their  alliances,  consumers  can 
meaningfully  compare  plan  quality  and  costs,  and  choose  the  type 
of  plan,  providers  and  premium  structure  which  best  meet  their 
needs.    These  competitive  pressures  will  create  new  incentives 
for  health  plans  to  develop  innovative  approaches  to  management 
of  acute  and  chronic  conditions. 

Competition  will  be  further  enhanced  by  expanding  the  number 
and  type  of  coverage  options  available  to  consumers.    Today,  many 
people  must  choose  from  the  one  or  two  plans  offered  by  their 
employer.    The  President's  plan  will  dramatically  increase 
consumer  choice,  by  making  all  certified  health  pleuis  operating 
in  a  community  aviailable  to  everyone  in  that  community,  through 
the  regional  alliance. 
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state  Oversight  of  Health  Plans 

States  are  responsible  for  oversight  of  health  plan 
operations.     In  particular,  the  Act  assigns  to  states  responsi- 
bility for  certification  of  health  plans,  for  establishing 
solvency  standards  (consistent  with  federal  minimum  standards) 
and  ensuring  that  these  standards  are  met,  and  for  establishing 
an  administrative  appeals  office  for  coaplaints  against  health 
plans. 

Certification.     Only  health  plans  that  have  been  certified 
by  the  State  as  meeting  Federal  and  State  requirements  can  obtain 
enrollees  through  an  alliance.     Certification  standards  include 
compliance  with  the  federal  insurance  reforms,  as  well  as  with 
state-established  standards. 

Quality.    Quality  oversight  is  the  responsibility  of  each 
State  —  health  plan  quality  is  one  of  the  core  criteria  for 
state  certification  of  health  plans.    States  will  have  broad 
flexibility  in  how  they  measure  and  evaluate  plan  quality.  Today 
there  are  as  many  different  performance  tools  as  there  are  health 
plans.    Under  the  Health  Security  Act  the  quality  measures 
developed  by  the  National  Board  (described  above)  will  be 
available  to  States  to  evaluate  quality  performance. 

Solvency,    state  have  the  primary  responsibility  for 
assuring  the  financial  solvency  of  health  plans.     States  must 
certify  the  financial  stability  of  each  plan,  and  each  plan's 
capacity  to  deliver  the  comprehensive  benefits  package.  States 
establish  capital  standards  (consistent  with  federal  minimum 
standards) ,  reporting  and  auditing  requirements,  and  reserve  re- 
quirements for  health  plans.    States  must  monitor  health  plans, 
to  assure  that  they  continue  to  meet  certification  requirements. 
States  may  require  Plans  to  purchase  reinsurance. 

Protections  in  the  Event  of  Plan  Failure.     States,  as  they 
do  today,  will  designate  an  agency  of  state  government  to 
supervise  (or  take  control  of)  plan  operation  in  the  event  of 
plan  failure.    States  must  also  emend  this  guarantee  fund  law  to 
meet  federal  requirements,  to  protect  providers  and  others  in  the 
case  of  plan  failure.    If  a  health  plan  fails,  the  State  is 
authorized  to  impose  a  surcharge  on  other  health  plans  to  cover 
claims  against  the  failed  plan. 

Appeals.    Each  State  must  establish  a  Complaint  Review 
Office,  to  handle  appeals  from  regional  alliance  and  corporate 
alliance  health  plan  actions.    The  procedural  rules  governing 
these  state  administrative  appeals  will  be  esteiblished  by  the 
Department  of  Labor.    For  appeals  from  Regional  Alliance  health 
plans,  the  Complaint  Review  Office  will  offer  claimants  the 
option  of  an  euiministrative  hearing,  alternative  dispute 
resolution,  or  proceeding  to  court.    For  appeals  from  Corporate 
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Alliance  health  plans,  the  Complaint  Review  Office  will  offer 
claimant  a  choice  between  alternative  dispute  resolution  and  an 
administrative  hearing.    There  are  expedited  procedures  for 
emergencies . 

The  Role  of  Alliances  in  Health  Plan  Operations 

Alliances  are  responsible  for  (among  other  things)  ensuring 
that  everyone  is  enrolled  in  a  health  plan,  for  assuring  that 
health  plans  provide  access  for  all  eligible  individual,  for 
conducting  the  premium  negotiations  and  enforcing  the  ceilings  on 
the  rate  of  growth  in  plan  premiums,  and  for  oversight  of  plan 
marketing . 

Enrollment  and  Access.    Any  health  plan  that  wants  to 
operate  in  an  area  must  do  so  through  the  health  alliance;  the 
alliance  then  makes  all  such  plans  available  to  its  members. 
Alliances  have  authority  to  use  financial  incentives  to  encourage 
health  plans  to  expand  into  underserved  areas,  and  may  assist 
providers  in  creating  new  plans  in  underserved  areas. 

Premium  Negotiations  and  Budget  Enforcement.    In  order  to 
obtain  the  best  premiums  for  their  members,  alliances  will 
solicit  competitive  bids  from  insurers  and  make  sure  that  premium 
do  not  exceed  the  overall  budget.     Competitive  pressures  and 
incentives  will  induce  plans  to  offer  high  quality  service  at 
affordable  premiums  in  order  to  get  and  retain  membership.  If 
the  weighted  average  premium  bid  exceeds  budget  targets,  the 
alliance  reduces  the  premiums  of  each  health  plan  whose  premium 
bid  exceeds  the  average.    Premium  bids  are  reduced  in  proportion 
to  the  amount  by  which  the  Plan's  bid  exceeds  the  target  to  bring 
the  weighted  average  of  all  Plans'  bids  within  the  target. 

ADDRESSING  RISK  SELECTION 

Risk  selection  —  particularly  the  intentional  exclusion  by 
health  insurers  of  people  with  serious  or  chronic  health  problems 
—  is  one  of  the  most  significant  obstacles  to  health  security  in 
our  current  health  care  system.    Risk  selection  occurs  when  a 
health  plan  attracts  a  skewed  distribution  of  health  risk  in  its 
enrolled  population.     The  problem  of  risk  selection  is  important 
because  it  affects  the  premiums  charged  by  health  plans.    If  risk 
selection  occurs,  health  plans  that  attract  relatively  healthier 
enrollees  will  have  relatively  fewer  claims  and  can  charge  lower 
premiums.^    On  the  other  hand,  health  plans  that  attract 


1.       Health  insurers  can  generally  manage  the  risks  associated 
with  random  occurrences  of  illness  and  injury  in  a  large  pool  of 
enrollees.    However,  competition  in  a  health  insurance  market  can 
fail  if  the  enrollment  choices  of  consumers  are  svstematicallv 
biased  in  a  way  that  particular  health  plans  attract  a  markedly 
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relatively  sicker  or  higher-risk  enrollees  generally  will  have 
more  claims  than  plans  with  average  enrollment  mixes,  and  will  be 
required  to  charge  higher  than  average  premiums  to  cover  their 
higher  costs.     If  the  premiums  of  competing  health  plans  reflect 
risk  selection  rather  than  the  efficiency  and  quality  of  the 
plans,  the  benefits  of  competition  —  promoting  efficiency  and 
quality  —  are  diminished. 

The  Health  Security  Act  addresses  risk  selection  through  a 
serious  of  integrated  steps,  including:  assuring  universal 
coverage  and  comprehensive  benefits;  enrollment  and  marketing 
reforms;  insurance  underwriting  and  rating  reforms;  mandatory 
reinsurance  of  high  cost  cases  and  conditions;  and  risk 
adjustment  of  premiums  paid  to  health  plans  for  demographic  and 
health  status  variations  in  plan  enrollment. 

Universal  Coverage  and  Comprehensive  Benefits 

In  the  current  system,  insurers  use  medical  underwriting, 
preexisting  condition  exclusions  and  other  mechanisms  to  protect 
themselves  from  adverse  selection.  They  often  design  their 
benefit  packages  to  attract  younger,  healthier  enrollees.  Under 
the  Health  Security  Act,  everyone  will  have  the  same  comprehen- 
sive benefits  package.     Health  plans  will  be  unable  to  influence 
enrollment  decisions  through  the  design  of  their  benefit 
packages.     In  addition,  because  all  plans  will  offer  comprehen- 
sive benefits,  there  will  be  less  reason  for  people  to  change 
health  plans  if  their  health  status  changes. 

gnrPllment:  ayid  Marketing  Reforms 

Under  the  current  system,  health  plans  can  influence  the 
composition  of  their  enrollment  through  their  marketing 
activities.    Under  the  Health  Security  Act,  enrollment  will  occur 
through  health  alliances,  providing  all  applicants  with  an  equal 
choice  of  all  health  plans.    Consumer  information  about  costs, 
quality  and  plan  design  will  be  provided  directly  to  individuals 
through  alliances  and  employers,  so  the  opportunity  for  selective 
marketing  by  insurers  will  be  eliminated.     The  Health  Security 
Act  also  requires  that  direct  marketing  be  made  to  the  entire 
area  served  by  a  health  plan. 

One  potential  means  of  risk  selection  by  health  plans  in  a 
reformed  system  is  to  discourage  higher-risk  enrollees  from 
continuing  with  the  health  plan  by  giving  them  poor  service  or 
failing  to  contract  with  providers  that  can  address  special 
needs.    Under  the  Health  Security  Act,  enrollees  can  be 
periodically  surveyed  to  detect  problems  with  health  plan 
service.    People  who  switch  plans  can  be  surveyed  to  determine  if 


healthier  or  sicker  than  average  mix  of  enrollees. 
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they  left  their  fozmer  plan  because  of  poor  service  or  inadequate 
access  to  specialists.  Problems  iincovered  can  be  addressed 
through  the  state  certification  process. 

Ipsurapg^  R^fprm 

In  the  current  market,  insurers  use  medical  underwriting  and 
a  host  of  other  strategies  to  discourage  enrollment  by  higher- 
risk  people.    Insurers  can  directly  affect  enrollment  of  higher- 
risk  individuals  by  raising  premiums  or  terminating  coverage  for 
groups  with  high  claims  costs.    Under  the  Health  Security  Act, 
all  health  plans  will  be  required  to  accept  any  enrollee  who 
applies  for  coverage.    Plans  will  not  be  able  to  discourage 
enrollment  based  on  health  status.    Health  status  cannot  be 
considered  in  establishing  premiums.     Coverage  cannot  be  canceled 
by  a  health  plan  for  any  reason. 

Health  Plan  Contracting  Requirements 

Even  with  enrollment,  marketing  and  insurance  reforms,  one 
potential  source  of  risk  selection  by  health  plans  is  their 
decisions  about  which  health  care  providers  to  contract  with. 
Concerns  have  been  raised  that  health  plans  will  avoid  contract- 
ing with  leading  treatment  centers  and  specialists  in  order  to 
avoid  patients  with  serious  health  conditions.    The  Health 
Security  Act  requires  health  plans  to  contract  with  academic 
health  centers  for  the  treatment  of  health  conditions  that 
require  the  specialized  treatment  expertise  of  these  centers. 
This  requirement  will  assure  that  enrollees  who  need  special 
services  will  be  able  to  select  and  stay  in  any  plan  serving 
their  area. 

Risk  Adjustment  and  Reinsurance  yiettiodolpgy 

The  Health  Security  Act  requires  the  National  Health  Board 
to  develop  a  risk  adjustment  and  reinsurance  methodology  to  be 
used  by  regional  alliances.    The  methodology  will  assure  that 
payments  to  health  plans  reflect  expected  utilization  of  services 
and  protect  health  plans  that  enroll  a  disproportionate  share  of 
higher-risk  people.    The  Act  directs  the  Board  to  consider  a 
nximber  of  factors  developing  the  methodology,  including: 

Demographic  characteristics.    The  Health  Security  Act 
provides  for  community  rating  by  health  plans.    To  protect 
health  plans  from  adverse  selection  if  they  disproportion- 
ately attract  enrollees  who  are  older  or  who  reside  in 
higher  cost  areas  in  an  alliance,  the  premium  payments  by 
regional  alliances  to  health  plans  will  be  adjusted  to 
reflect  the  demographic  characteristics  and  areas  of 
residence  of  each  plan's  enrollees. 
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Proportion  of  cash-assistanca  recipients.    The  Health 
Security  Act  requires  the  Board  to  consider  the  need  for 
premium  adjustments  to  reflect  any  additional  risk  that 
health  plans  may  face  by  enrolling  a  disproportionate  share 
of  lower-income  or  cash  assistance  recipients.  Concerns 
have  been  raised  about  the  willingness  of  health  plans  to 
serve  traditionally  underserved  people  and  about  the 
potentially  higher  administrative  and  other  costs  of 
providing  services  in  underserved  areas.    If  necessary, 
premiums  paid  by  alliances  to  health  plans  that  serve 
underserved  areas  to  reflect  any  higher  costs  incurred. 

Health  status.     The  Health  Security  Act  requires  the  Board 
to  consider  enrollee  health  status  in  developing  the  risk 
adjustment  and  reinsurance  system.    Even  in  a  reformed 
system,  there  is  concern  that  some  health  plans  may  face 
systematic  adverse  selection  which  could  affect  their 
competitive  position  in  the  market. 

The  Health  Security  Act  provides  for  several  methods  of 
protecting  health  plans  from  adverse  selection  by  higher-cost 
enrollees.  The  Act  anticipates  a  short-term  and  a  medium-term 
strategy.     In  the  short-term,  we  expect  the  Board  to  rely  on  a 
combination  of  mandatory  reinsurance  and  health  status  adjust- 
ments based  on  self -reported  health  status  collected  through 
surveys  of  plan  enrollees.    Over  the  medium-term,  we  expect  the 
Board  to  develop  and  implement  more  sophisticated  adjusters  for 
health  status,  based  on  diagnosis  of  plan  enrollees. 

In  the  short-term,  reinsurance  will  be  used  to  protect 
health  plans  that  attract  a  disproportionate  share  of  enrollees 
with  high-cost  or  chronic  illnesses.  Reinsurance  systems  are 
being  used  in  a  number  of  states  today  as  part  of  insurance 
reform  efforts.    Under  a  reinsurance  approach,  health  plans  share 
the  costs  of  treating  higher-cost  or  chronically  ill  enrollees  on 
either  a  mandatory  or  voluntary  basis.  If  a  health  plan  has  a 
high-cost  claim  or  enrollee,  the  reinsurance  system  reimburses  a 
portion  of  a  health  plan's  payments  for  these  cases.  This 
reimbursement  can  be  based  on  a  percentage  of  a  plan's  actual 
costs,  or  can  be  a  specific  amount  based  on  diagnosis  or 
condition.     The  health  plan  pays  a  premium  to  the  reinsurance 
fund  for  this  protection. 

The  Board  also  could  adjust  for  perceived  health  status  or 
the  presence  of  chronic  conditions  in  the  short-term  through  the 
use  of  health  status  surveys.     This  approach  relies  in  health 
status  data  collected  from  health  plan  enrollees,  either  at  time 
of  enrollment  or  through  surveys  of  random  samples  of  plan 
enrollees.  Premiums  would  be  adjusted  to  reflect  the  differences 
in  health  status  across  plan  enrollment. 
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In  the  near  future,  more  sophisticated  risk  adjusters  can  be 
available  that  are  based  on  the  diagnoses  of  individual 
enrollees.     Initial  research  indicates  that  these  adjusters 
should  be  more  accurate  than  other  approaches,  but  no  system  has 
been  fully  developed  and  implemented  that  relies  on  these 
potentially  more  accurate  measures  of  risk. 

Over  the  last  few  years,  the  Department  of  Health  and  Human 
Services  has  sponsored  and  conducted  a  substantial  amount  of 
research  looking  at  the  development  of  risk  adjusters  for  health 
status,  primarily  related  to  the  Medicare  population.  To 
accelerate  development  of  risk  adjustment  methodologies  for  the 
under-65  population,  the  Department  is  currently  developing  a 
work  plan  that  encourage  research  efforts  in  this  area.    The  work 
plan  will  call  for  internal  research  efforts  and  for  sponsoring 
research  and  demonstrations  by  outside  experts. 

CORPORATE  ALLIANCES 

Employers  of  sufficient  size  (as  well  as  certain  Taft- 
Hartley  plans  and  rural  electric  and  telephone  cooperatives)  will 
have  the  option  to  form  corporate  alliances.    Any  private 
employer  with  over  5000  full  time  employees  nationwide  may  elect 
to  form  a  corporate  alliance.    Alternatively,  these  large 
employers  or  eligible  sponsors  may  choose  to  participate  in  the 
regional  alliance. 

A  corporate  alliance  will  serve  the  same  functions  as  a 
regional  alliance,  under  similar  requirements.     (ERISA  is  euaended 
accordingly.)    Corporate  alliances  must  offer  health  plans  that 
provide  the  nationally  guaranteed  comprehensive  benefits,  must 
hold  an  annual  open  enrollment,  and  provide  comparative 
information  about  health  plans.    Grievance  procedures  and 
reporting  requirements  applicable  to  regional  alliances  also 
apply  to  corporate  alliances,  as  do  administrative  simplification 
mandates . 

Corporate  alliances  must  offer  at  least  one  fee-for-service 
plan  and  at  least  two  other  plans.    Corporate  alliance  plans  must 
accept  all  eligible  enrollees  on  a  first-come  first-served  basis 
and  may  not  terminate  enrollees  or  limit  coverage  for  the 
nationally  guaranteed  comprehensive  benefit  package.  Exclusions 
for  pre-existing  conditions  and  waiting  periods  are  prohibited. 
Plan  premiums  in  the  corporate  alliances  must  stay  within  the 
nationally  established  target. 

A  corporate  alliance  makes  premium  payments  directly  to 
health  plans,  using  any  type  of  insurance  rating  arrangement.  In 
addition,  corporate  alliances  will  be  required  to  pay  a 
surcharge,  to  help  support  the  financing  the  cost  of  medical 
training  and  research  in  academic  health  centers,  that  will  be 
otherwise  supported  by  premiums  in  the  health  alliance. 
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In  some  cases,  one  spouse  may  work  for  an  employer  that  has 
formed  a  corporate  alliance  while  the  other  works  for  an  employer 
in  the  regional  alliance.    The  couple  can  chose  a  health  plan 
through  either  the  regional  or  the  corporate  alliance.  Whichever 
alliance  the  couple  chooses,  both  employers  would  be  required  to 
make  a  premium  contribution. 

The  Health  Security  Act  establishes  minimum  reserve 
standards  for  self -fund  health  plans  and  a  guarantee  fund  to 
assure  payments  in  the  case  of  insolvency  of  a  self -fund  plan. 
Contributions  to  the  Fund  are  made  when  receipts  are  needed  to 
maintain  the  solvency  of  the  Fund. 

Employers  that  form  a  corporate  alliance  will  periodically 
have  the  opportunity  to  switch  to  the  regional  health  alliance. 
Once  in  the  regional  alliance,  there  is  no  opportunity  to  return 
to  corporate  alliance  status.    For  corporate  alliance  eligible 
employers  which  join  the  regional  alliances,  community  rating  and 
discounts  will  be  phased  in  over  eight  years. 

gONCLpSION 

Mr.  Chairman,  there  is  room  for  debate  about  the  details  of 
this  plan.     But  the  basic  principles  are  not  open  to  compromise: 

*  All  Americans  must  have  health  coverage. 

*  Everyone  must  make  a  contribution. 

*  Health  care  quality  must  be  preserved  and  improved. 

*  Consumers'  choice  and  access  to  care  must  be  enhanced. 

*  The  rate  of  inflation  must  be  slowed. 

*  Administrative  requirements  and  costs  must  streamlined. 

Health  plans  are  a  crucial  component  to  making  translating 
principles  into  reality.    Thank  you  for  the  opportunity  to 
discusses  these  aspects  of  the  Health  Security  Act;  at  this  time, 
I  would  be  happy  to  answer  any  questions  you  may  have. 
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Mr.  Waxman.  Under  the  President's  bill,  all  health  plans  with 
low  cost  sharing  are  required  to  offer  a  point-of-service  option  to 
their  enrollees  for  all  services  with  no  deductible  and  with  20  per- 
I  cent  cost  sharing  for  most  services. 

!  On  our  next  panel,  Ms.  Anna  Lore,  the  manager  of  the  Kaiser 
I  Health  Plan  in  North  Carolina  will  recommend  that  the  point-of- 

i  service  feature  be  optional  for  HMO's.  Making  this  a  mandatory 
I  element  of  any  health  plan,  she  argues,  will  significantly  increase 
;i  the  cost  of  approximately  40  million  HMO  members  now  covered 
'j  by  basic  HMO  coverage  and  many  others  who  would  want  to  join 
I  HMO's  as  they  currently  operate — I  am  quoting. 

I  Why  is  the  point-of-service  option  mandatory  with  respect  to  all 
low  cost  sharing  health  plans  under  the  President's  bill?  Why  not 

ij  let  market  forces  operating  within  the  regional  alliance  determine 
Ij  whether  or  not  HMO's  offer  point-of-service? 

I!     Ms.  Feder.  Mr.  Chairman,  let  me  begin  my  answer  by  clarifying 
the  way  in  which  HMO's  do  operate  under  the  plan.  It  is  perfectly 

ii  consistent  with  the  Health  Security  Act  that  HMO's  offer  them- 
i  selves  to  potential  enrollees  on  the  basis  on  which  they  currently 

I I  operate,  and  that  is  that  consumers  would  be  limited  to  the  provid- 
j  ers  in  that  plan. 

But  we  have  required  them  to  offer  what  is  essentially  a  separate 
plan  at  a  separate  premium,  which  is  that  same  network  but  with 
I  a  point-of-service  option  so  that  consumers  in  that  plan  could  go 
I  outside.  So  both  options  continue  to  exist  under  the  Health  Secu- 
j  rity  Act. 

The  reason  we  have  required  these  plans  to  offer  themselves 
'  with  a  point-of-service  option  has  to  do  with  our  considerable  con- 
cern with  consumer  choice.  We  want  to  be  very  certain  that  con- 
I  sumers  at  all  times  in  choosing  a  plan  are  knowledgeable  about 
what  they  are  doing  and  have  the  opportunity  to  have — to  use  out- 
I  side  providers  if  they  wish  to  do  so.  And  so  it  is  for  that  reason 
that  we  have  required  that  HMO's  offer  this  separate  option  as 
well  as  the  one  with  which  they  are  most  familiar. 

Mr.  Waxman.  But  how  would  consumers  be  disadvantaged  by 
Kaiser's  proposal  if  they  knowingly  choose  to  enroll  in  an  HMO 
without  a  point-of-service  option? 

Ms.  Feder.  The  issue  is — the  emphasis  there  is  on  the  "know- 
ingly," and  if  they  knowingly  choose  that  option  they  still  have  that 
'  option.  But  we  also  want  them  to  have  the  option  of  the  Kaiser  net- 
I  work  providers  with  point-of-service  to  make  certain  that  they  are 
i  accurately,  or  clearly  exercising  the  option  they  intend, 
i  Mr.  Waxman.  Ms.  Lore  from  Kaiser  will  also  testify  that  an  ini- 
tial enrollment  in  regional  alliances  should  be  limited  to  employer 
!  groups  with  no  more  than  200  employees,  rather  than  the  5,000- 
!  employee  threshold  proposed  in  the  President's  bill.  She  points  out 
I  that  the  start-up  of  regional  alliances  could  be  chaotic  because  of 
I  the  large  number  of  transactions  that  would  occur  as  millions  of 
I  people  select  among  dozens  of  plans. 

I      She  will  argue  that  alliances  of  this  size  would  still  contain 
enough  people  to  be  viable  purchasing  units  and  would  be  more 
'  manageable. 

Dr.  Karrh,  with  the  corporate  health  care  coalition  is  going  to 
testify  that  using  the  5,000-employee  threshold  regional  alliances 

j 
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would,  on  average,  control  70  percent  of  the  population  in  every 
State,  leaving  roughly  1,200  corporate  alliances  with  17  percent  of 
the  population  and  Medicare  with  the  remaining  13  percent. 

He  urged  that  the  size  of  the  regional  sdliances  be  reduced  so  as 
to  increase  the  relative  size  and  purchasing  leverage  of  corporate 
alliances,  and  he  suggests  a  threshold  of  100  employees,  which  he  j 
estimates  will  cover  nearly  one-third  of  the  population. 

I  am  interested  in  your  reaction  to  this.  How  many  people  do  you 
estimate  will  be  covered  through  regional  alliances  under  the  Presi- 
dent's 5,000  minimum  threshold?  How  many  would  be  covered  if 
the  threshold  were  lowered  to  200?  What  difference  would  reducing 
the  size  of  the  regional  alliances  make  in  their  ability  to  constrain 
costs? 

Ms.  Feder.  To  begin  with  the  numbers,  if  I  may,  the  regional  al- 
liances, we  estimate,  would  cover  nationally  about  73  percent  of  the 
population.  That  would  clearly  differ  from  State  to  State,  and  so  it  , 
appears  that  that  estimate  is  consistent  with  the  one  that  you  | 
quoted. 

The  further  question  of  the  smaller  size  may  also  be  consistent 
with  the  estimate  between  one-third  and  one-half  and  we  are  dou- 
ble checking  the  estimate  for  you. 

Now,  let  me  turn  to  the  broader  question  about  the  implications 
of  smaller  alliances,  and  I  guess  I  want  to  go  back  to  why  it  is  that 
we  have  defined  the  alliances  and  structured  them  as  we  have,  and 
there  are  several  reasons  that  I  would  like  to  go  through. 

The  first  reason  that  we  have  established  a  relatively  large  alli- 
ance has  to  do  with  our  concern  and  desire  to  restore  the  commu- 
nity that  health  insurance  is  supposed  to  be  about,  and  our  objec- 
tive has  been  to  establish  as  broad  a  community  as  possible  for 
spreading  risks,  and  that  is  a  critical  concern  that  we  have  in 
terms  of  returning  insurance  to  its  initial  function. 

Our  concern  is  that  smaller  and  multiple  pools,  which  happens 
if  the  size  goes  down  for  the  alliance,  leads  to  a  continued  frag- 
mentation of  the  marketplace  in  which  there  is  a  segmentation  of 
the  healthy  from  the  sick,  the  old  from  the  young,  a  fragmentation 
of  the  marketplace  very  much  like  what  we  have  today. 

We  have  noted  over  the  past  several  weeks,  Mr.  Chairman,  that 
the  Health  Insurance  Association  of  America  has  been  a  very 
strong  proponent  of  this  alternative  point  of  view,  and  consistent 
with  their  capacity  to  benefit  from  the  current  marketplace,  and 
that  is  a  concern  that  we  have  and  we  want  to  eliminate  the  possi- 
bility of  benefiting  from  that  kind  of  risk  selection. 

A  related  issue  and  a  second  issue  has  to  do  with  administration 
if  we  go  to  smaller  and  multiple  pools.  If  we  want  to  protect  people 
in  that  kind  of  environment  and  ensure  that  premiums  are  appro- 
priate to  their  circumstances,  it  requires  an  enormous  administra- 
tive, an  enormous  bureaucracy  and  regulatory  apparatus  essen- 
tially to  regulate  tens  of  thousands  of  plans,  and  it  is  our  desire 
to  simplify,  not  increase,  the  bureaucracy  in  the  system. 

A  third  reason  that  we  have  gone  to  larger  alliances  has  to  do 
with  individuals,  making  it  easy  for  consumers  in  the  system  ad- 
dressing the  issue  of  individual  choice  and  portability.  We  know 
that  in  today's  marketplace  we  face  a  tremendous  concern  and  con- 
fusion and  disruption  for  consumers  as  they  have  to  change  health 
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plans  when  their  jobs  or  other  aspects  of  their  life  circumstances 
change.  And  one  of  the  key  advantages  of  having  the  alliances  as 
we  have  structured  them  is  to  eliminate  that  need,  because  for  the 
majority  of  Americans  it  will  not  matter  when  you  change  your  job 
or  your  circumstances  change.  You  will  stay  in  the  same  pool  and 
therefore  the  same  health  plan.  So  portability  is  greatly  facilitated 
by  the  arrangement  we  have  put  forward. 

Fourth,  and  you  asked  particularly  about  cost  containment.  As 
indicated  in  my  opening  remarks,  we  believe  that  by  creating  a 
managed  marketplace — ^that  is  the  job  of  the  alliance,  is  essentially 
to  create  a  forum  in  which  individuals  can  choose  among  competing 
health  plans,  and  that  is  the  mechanism  which  we  believe  will  con- 
tain health  care  costs. 

If  we  don't  have  that  large  pool,  we  will  not  have  that  market- 
place with  its  related  effectiveness,  and  in  those  circumstances  the 
only  way  that  we  will  be  able  to  control  costs  would  be  to  directly 
regulate  health  care  premiums. 

And  finally,  we  believe  that  the  structure  we  have  created  allows 
a  pooling  of  dollars  in  which  the  alliance  collects  the  money  from 
the  employers  and  individuals  and  the  government  sources  and 
then  pays  it  out  to  plans  in  a  way  that  enables  us  to  deal  in  a  rel- 
atively simple  fashion  with  the  pajmients  for  two- worker  families, 
with  the  administration  of  discounts,  the  guarantee  affordability, 
and  that  that  greatly  simplifies  the  system  in  the  manner  that  we 
have  put  forward,  and  it  would  be  far  more  complex  were  we  to 
make  alternative  arrangements. 

Mr.  Waxman.  Thank  you  very  much. 

Mr.  Bliley? 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Ms.  Feder,  we  are  going  to  take  one  more  shot  at  people  switch- 
ing plans  in  the  alliance.  At  our  last  hearing  you  said  our  example 
was  not  realistic  because  we  had  the  fee-for-service  plans  with  a 
higher  premium  than  the  HMO;  and  second,  we  had  people  shifting 
from  the  HMO  into  the  fee-for-service  plan.  You  stated  that  you  did 
not  agree  with  either  assumption.  You  said  that  in  many  instances 
the  fee-for-service  will  have  a  less  expensive  premium  and  people 
will  want  to  shift  into  managed  care  plans  anyway  because  of  the 
low  cost  sharing. 

Well,  we  fixed  up  the  example  to  accommodate  your  concerns. 
This  example  is  based  on  actual  plans  and  premiums  from  the  Gov- 
ernment Employees  Health  Plan.  Blue  Cross/Blue  Shield  and  Gov- 
ernment Employees  Health  Association  are  fee-for-service  with  a 
PPO  option. 

Maryland  IPA  is  an  HMO.  Its  premium  is  significantly  higher 
than  the  fee-for-service  plans.  In  the  first  year,  the  average  weight- 
ed premium  for  all  plans  would  be  $5,136.  The  second  year  each 
plan  receives  its  cap  update,  but  two  of  the  individuals  in  the  fee- 
for-service  plans  have  seen  the  light  and  switch  into  Maryland  IPA 
because  of  the  low  cost  sharing.  The  weighted  average  is  now  55/ 
48. 

Now,  we  have  our  old  problem.  The  weighted  average  premium 
$181  over  the  allowed  per  capita  amount.  Then  the  hammer  hits. 
Section  6001(d)  reduces  every  plan's  update  in  the  next  2  years. 
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Ms.  Feder,  this  possibility  has  been  pointed  out  in  working  pa- 
pers written  by  the  Physician  Payment  Review  Commission.  In  a 
paper  entitled  '"Expenditure  Limits  in  Health  System  Reform,"  by 
Jack  Hoddeley,  he  states,  for  example,  "If  a  substantial  number  of 
consumers  during  a  particular  open  season  switch  from  high  cost 
sharing  plans,  that  is,  fee-for-service  plans,  to  low  cost  sharing 
plans — HMO's — then  there  would  be  a  net  shift  of  expenditures 
from  off-budget  to  on-budget  status.  Thus,  even  if  the  price  and  vol- 
ume of  care  grew  at  the  allowable  rate,  total  expenditures  included 
in  the  budget  in  the  alliance  would  be  out  of  compliance." 

Would  you  please  comment  on  this  example,  and  comment  on 
Jack  Hoddeley  of  the  PPRC? 

Ms.  Feder.  Yes,  sir.  First  of  all,  in  terms  of  the  real  life  exam- 
ples, and  I  would  have  to  check  them,  I  want  to  talk  about  the  gen- 
eral structure  of  the  Federal  Employees  Plan.  The  Federal  Employ- 
ees Plan  differs  from  the  proposal  that  we  are  making  in  a  couple 
of  key  respects. 

First,  the  benefits  across  plans  are  not  standardized  in  the  Fed- 
eral Employees  Plan,  and  we  have  then  a  selection  that  occurs  in 
that,  in  the  Federal  Employees  Plan,  that  is  one  more  complicated 
than  that  which  we  propose,  and  (2)  has  historically  head  to  some 
risk  selection  issues  because  of  differences  in  benefits. 

We  would  alter  those  and  provide  consumers  with  a  much  clearer 
choice,  which  we  believe  would  affect  their  decisions  in  this  mar- 
ketplace. 

Second,  there  is  a  stronger  incentive  in  the  President's  proposal 
for  choosing  plains,  for  consumers  to  choose  plans  that  provide 
value  for  the  dollar.  In  the  President's  plan  they  will  get  a  con- 
tribution that  is  80  percent  of  the  average  cost  plan,  but  then  the 
decision — their  out-of-pocket  obligations  will  be  a  function  of  the 
cost  of  the  plan  they  choose.  That  means  that  if  a  plan  is  low  cost 
they  may  have  to  pay  nothing  additional  in  order  to — out  of  their 
own  pockets.  Their  employer  contribution  may  cover  the  full  cost. 

Under  the  Federal  Employees  Plan,  there  is  a  maximum  pay- 
ment made  of  75  percent  of  a  premium,  so  there  is  a  lesser  incen- 
tive in  that  regard. 

A  third  point  has  to  do  with  the  nature — I  realized  there  were 
three,  not  two,  differences  I  wanted  to  point  out.  A  third  point  has 
to  do  with  the  fee-for-service  plan  in  the  President's  plan  that 
again  differs  from  current  arrangements,  and  that  is  that  fee-for- 
service  plans  will  be  operating  in  a  very  different  environment  in 
which  they  too  are  constrained  to  live  within  their  premium  bids 
and  will  have  a  stronger  incentive  to  do  so  for  the  reasons  I  pre- 
viously indicated. 

So,  for  all  of  those  reasons,  I  would  say  that  I  would  question  the 
assumptions  underlying  your  charts  and  will  be  happy  to  continu- 
ing exploring  them  with  you  as  you  put  them  before  me. 

Mr.  Bliley.  Then  are  you  saying  that  the  PPRC's  analysis  is 
wrong? 

Ms.  Feder.  I  am  sajdng  that  there  are  other  factors  to  be  taken 
into  account  that  call  that  into  question. 

Mr.  Bliley.  Why  do  you  exempt  the  Federal  employees  from  par- 
ticipating in  this  plan  until  1998?  You  tell  every  other  business 
they  got  to  come  in  right  away,  but  you  say.  Oh,  Congress,  admin- 
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istration,  you  gays  don't  have  to  come  in  until  1998.  Don't  we  run 
the  risk  of  saying,  "There  they  go  again,  they  put  everybody  else 
in  these  things  but  they  exempt  themselves"? 
Ms.  Feder.  Mr.  Bliley,  let  me  be  very  clear  that  it  is  our — our 

I  perspective  really  is  much  closer  to  saying  to  the  American  people 

II  that  what  will  work  or  what  is  working  with  modifications  for  Con- 
I  gress  and  the  President  is  what  we  are  giving  the  American  people. 
!  The  only  reason  that  we  have  delayed  or  timed  the  integration  in 
j  that  way  is  for  an  ease  of  administration.  We  are  quite  concerned 
j|    that  for  Federal  employees  as  for  all  Americans  that  this  transition 

be  clear  and  simple  and  as  undisruptive  as  possible,  and  that  is 
why  we  have  chosen  that  schedule. 
Mr.  Waxman.  Thank  you,  Mr.  Bliley. 
Mr.  Brown? 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

People  later  on  today,  Ms.  Feder,  some  are  going  to  say  that  we 
should  not  have  exclusive  alliances,  that  prices  can  be  held  down 
with  competing  health  alliances.  Why  the  exclusivity  of  them? 

Ms.  Feder.  Well,  Mr.  Brown,  it  goes  back  to  what  I  was  laying 
out  for  the  chairman.  Again,  the  objective  we  have  in  an  alliance 
is  to  create  the  true  community  pool  so  that  risk  is  spread  so  that 
individuals,  not  employers,  choose  health  plans  and  so  that  we  end 
the  kind  of  cherry-picking  that  goes  on  in  the  insurance  market- 
place today. 

It  is  our  concern  that  if  we  allow  multiple  competing  pools  that 
once  again  where  employers  or  others  are  choosing  which  one  to 
join  and  the  pools  can  decide  whom  to  exclude  that  we  are  back  to 
that  segmentation  of  the  marketplace  in  which  the  sick  are  distin- 
guished from  the  well,  the  old  from  the  young,  we  face  all  the  prob- 
lems we  do  today.  So  it  is  critical  to  us  that  we  establish  this  broad 
pool  to  establish  that  community. 

Mr.  Brown.  Others  say  that  we  should — ^because  this  whole 
health  alliance  concept  is  pretty  untested  and  we  are  going  to  all 
of  a  sudden,  come  some  date  next  year,  the  following  year,  have 
this  whole  system  of  health  alliances.  I  hear  people  here  and  at 
home  say  often,  "Why  don't  we  test  it  somewhere?  Why  don't  we 
do  a  more  incremental  approach?  Why  don't  we  do  some  sort  of 
pilot  project  kind  of  health  alliance  concept?"  What  is  the  answer 
to  that? 

Ms.  Feder.  Well,  I  guess  the  first  thing  I  was  saying  is  that  we 
are — we  do  have  examples  of  alliances  around  the  country.  We 
have  built  on  real  life  experience  as  we  have  developed  this  plan, 
and  so  we  feel  that  that  is  built  in  to  a  considerable  extent. 

Second,  we  are  talking  about  States  deciding  and  designing  their 
systems  consistent  with  their  citizens'  needs.  That  builds  a  lot  of 
variation  into  the  system  from  which  we  can  continue  to  learn  and 
improve. 

And  then  finally,  I  would  say,  we  have  been  experimenting.  Over 
the  last  decade  and  before,  we  had  a  number  of  experiments  in  dif- 
ferent States,  really  fairly  sizable  experiments,  with  various  as- 
pects of  reform  that  fell  short  of  the  kinds  of  reforms  that  we  are 
proposing,  and  it  is  critical,  we  believe,  in  order  to  guarantee  secu- 
rity and  affordability  for  Americans  that  we  move  forward  now  on 
a  comprehensive  system. 
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Mr.  Brown.  Another  set  of  comments  that  I  hear  frequently  is 
that  the  President's  plan  will  cause  the  elimination  of  fee-for-serv- 
ice  medicine  as  we  know  it,  and  that  once  the  plan  is  fully  phased 
in  Americans  will  in  effect  have  no  choice.  We  will  have  no  choice 
but  be  left  only  with  managed  care  options.  Respond  to  that  criti- 
cism. 

Ms.  Feder.  Yes.  We  have  had  discussions  with  many  economists 
on  that  particular  issue,  and  there  are  actually  some  who  argue 
that  the  changes  we  are  making  will  enable  the  survival  of  fee-for- 
service  systems  and  the  choice  of  those  systems. 

Essentially,  we  are  enabling  or  giving  fee-for-service  plans  both 
an  incentive  and  the  tools  to  manage  their  costs  to  be  affordable 
and  to  keep  that  option  viable.  When  everyone  is  enrolled  in  a 
plan,  a  fee-for-service  plan  like  other  plans  will  have  information 
on  the  practice  patterns  of  its  providers  which  will  enable  it  to 
identify  the  providers  who  are  providing  inappropriate  or  exces- 
sively costly  services  and  to  essentially  adjust  the  fees  paid  to  those 
providers  in  a  way  that  penalizes  them  for  that  kind  of  behavior 
and  holds  the  costs  in  check. 

In  general,  fee-for-service  plans  will  be  operating  under  fee 
schedules  negotiated  with  the  alliances,  but  that  will  enable  them 
broadly  to  keep  their  costs  under  control.  So,  both  in  terms  of  being 
able  to  oversee  the  practice  patterns  and  negotiate  appropriate  pay- 
ments to  providers,  fee-for-service  plans  will  have  tools  they  don't 
have  today  in  order  to  keep  them  operating  in  the  system. 

Mr.  Brown.  What  percentage  of  Americans  now  have  pretty 
much  full  physician  choice?  Do  you  know? 

Ms.  Feder.  When  you  say  full  physician  choice,  you  know,  there 
are  several — ^there  are  different  ways  to  measure  that  and  I  would 
prefer  to  give  it  to  you  for  the  record.  I  think  that  is  the  safest  way 
to  answer  the  question. 

Mr.  Brown.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Brown. 

Mr.  McMillan? 

Mr.  McMillan.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  if  it  makes  sense  to  defer  or  waive,  because  of  the  dif- 
ficulty of  transition.  Federal  employees  under  the  plan,  why  doesn't 
it  make  sense  to  do  the  same  for  others? 

Ms.  Feder.  Well,  I  think  that  the  issue  there  is  that  we  have  a 
national  plan  that  involves,  I  believe,  9  million  people.  We  require 
the  corporate  alliances  similarly  to  become  applicable  at  that  time. 
Those  similarly  are  national  plans.  I  think  our  approach  has  been 
consistent  and  it  does  make  sense. 

Mr.  McMillan.  OK.  Well,  I  think  it  is  important  to  make  that 
clear  to  the  public  because  there  is  a  perception  out  there  that  the 
government  makes  exceptions  for  itself  that  others  don't  have  ac- 
cess to. 

Ms.  Feder.  And  we  certainly  want  to  dispel  that  impression. 

Mr.  McMillan.  I  want  to  focus  just  a  minute  on  your  estimate 
of  those  who  would  be  participating  under  corporate  plans  because 
I  have  heard  very  different  figures  that  indicate  perhaps  at  the  out- 
set, perhaps,  12  percent  would  be  under  corporate  alliances  as  op- 
posed to,  I  think  you  said  possibly  27  or  23  percent. 
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Ms.  Feder.  Shall  I  clarify?  Because  I  think  we  really  have  a 
similar  number. 

What  I  said  was  73  percent  of  the  population,  of  the  whole  popu- 
lation are  regional.  I  have  about  another  9  percent  in  corporate. 
The  remainder  is  Medicare.  I  am  including  Medicare  in  my  num- 
bers. 

Mr.  McMillan.  So  then  the  12  percent  is  right? 

Ms.  Feder.  It  seems  close  to  what  we  are  estimating. 

Mr.  McMillan.  You  know,  we  could  spend  a  lot  of  time  talking 
about  the  range  of  incentives  and  disincentives  for  corporate  alli- 
ances to  continue.  I  think  on  balance  it  will  be  that  they  will  not 
continue.  It  will  be  very  easy  for  large  corporations  simply  to  say, 
*Well,  with  the  regional  alliance  available,  why  should  I  provide 
care  to  my  employees?" 

And  I  think  it  will  be  the  exception  rather  than  the  rule  of  those 
who  continue  to  offer  their  own  plans,  just  from  my  own  perspec- 
tive. I  don't  know  whether  that  will  be  true  or  not.  It  would  be  in- 
teresting to  see  what  assumptions  are  over  time  in  terms  of  that 
change.  Because  what  really  concerns  me,  as  I  have  said  before, 
about  your  approach  as  opposed  to  alternative  approaches  is  that 
I  don't  think  you  engender  competition.  I  think  you  do  the  opposite. 

And  you  have  spoken  today  about  small  plans,  multiplicity  of 
plans,  fragmentation  of  the  marketplace,  and  so  forth.  I  don't  think 
that  would  occur.  If  you  are  setting  what  is  standard  care  and  you 
are  basically  saying  you  cannot  exclude  anyone,  you  then  force  risk 
pooling  on  the  marketplace,  which  I  would  agree  with.  I  think  you 
have  got  to  do  that. 

But  I  think  there  are  other  ways  to  achieve  it  without  overly  con- 
centrating purchasing,  which  is  what  I  am  concerned — is  a  fun- 
damental concern  about  your  approach.  And,  you  know,  I  think  we 
need  to  examine  that  in  much  further  detail. 

Ms.  Feder.  May  I  respond,  quickly? 

Mr.  McMillan.  Yes. 

Ms.  Feder.  Because  I  think  that  we  certainly  agree  that  we  need 
to  have  the  new  rules  for  plans  that  you  are  describing.  I  think 
that  that  issue  needs  to  be  separated  from  the  pool  in  which  plans 
compete. 

When  we  set  up  the  alliance  and  a  pool,  we  set  up  an  independ- 
ent enrollment  mechanism,  independent  of  the  plan's  marketing 
behavior,  and  we  believe  that  that  structure  makes  it  harder  for 
plans  or  essentially  gives  them  very  little  opportunity  to  selectively 
market. 

If  we  don't  create  that  pool  and  rely  only  on  the  rules,  plans  still 
have  a  tremendous  opportunity  to  selectively  market,  and  then  it 
gets  us  into  a  cycle  of  greater  regulation  to  try  to  enforce  those 
rules.  So  I  think  that  that  is  a  distinction  that  we  have  thought 
about. 

Mr.  McMillan.  Well,  perhaps  you  have  thought  these  things 
through,  but  I  mean  I  think  you  could  have  some  rules.  If  you  de- 
velop one  case  of  refusal  to  offer  a  policy  that  was  offered  in  the 
general  area  or  the  State  or  whatever  division  you  want  to  con- 
sider, then  the  penalty  is  loss  of  tax  deductibility  on  the  sale  of  the 
plan.  I  mean  you  just  don't  accept  that. 
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And  I  think  there  are  ways  to  do  that  which  then  maximizes 
choice  and  competitiveness  without  controlling  it. 

Ms.  Feder.  Well,  then  again  I  think  that  the  competition  that  we 
are — ^where  we  are  concerned  is  having  this  competition  among 
plans  in  a  pool.  We  don't  see  a  need  to  have  competing  alliances 
to  have  competition,  but  clearly  we  will  continue  to  discuss  it. 

Mr.  McMillan.  Could  I — I  have  several  other  questions. 

Mr.  Waxman.  We  are  going  to  have  a  second  round. 

Mr.  McMillan.  OK  Fine.  Thanks. 

I  will  get  to  my  next  question  later.  Thank  you. 

Mr.  Waxman.  Mr.  Kreidler? 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  some  of  the  critics  in  the  insurance  industry  are  con- 
cerned that  there  will  be  adverse  selection  against  fee-for-service 
plans  unless  employers  are  allowed  to  steer  employee  groups  into 
them.  Do  you  think  this  is  a  realistic  concern? 

And  second,  is  that  concern  enough  to  outweigh  the  benefits  of 
free  choice  of  plans  which  the  alliances  would  guarantee? 

Ms.  Feder.  Mr.  Kreidler,  we  don't  think  that  there  is  enormous 
concern  and  we  think  that  choice  is  an  extremely  important  ele- 
ment of  our  structure.  The  specific  issue  here  is  that  all  plans  will 
be  held  accountable  for  delivering  the  guaranteed  benefit  package. 

All  plans  will  be  required  to  contract  with  academic  health  cen- 
ters. States  may  also  impose  requirements  for  contracting  with  cen- 
ters of  excellence.  We  think  that  all  of  these  features  along  with 
the  risk  adjustment  and  reinsurance  mechanisms  we  are  proposing 
will  prevent  adverse  selection,  and  consequently,  people  will  have 
an  appropriate  choice  of  plans  without  negative  consequences  for 
those  plans. 

Mr.  Kreidler.  I  guess  I  don't  understand  exactly  what  the  insur- 
ance industry's  criticism  is.  Are  they  saying  that  employers  should 
be  in  a  position  of  making  sure  they  steer  healthy  employees  to  fee- 
for-service?  Is  that  what  they  are  tr3dng  to  say  in  a  round  about 
way? 

Mr.  Claxton.  If  I  could  answer  this  one.  It  is  kind  of  hard — I 
was  just  sitting  there  as  you  asked  the  question  trjdng  to  think  this 
through.  There  are  going  to  be  people  in  the  market  who  have  poor 
health  and  are  recognized  as  higher  risk  individuals,  and  in  univer- 
sal coverage  in  any  way  you  cut  it  they  are  going  to  be  in  the  mar- 
ket. 

And  it  seems  to  me  the  only  way  you  can  try  and  deal  with  selec- 
tion is  either  try  to  use  reinsurance  or  some  sort  of  adjustment, 
which  we  are  trjdng  to  do,  or  to  say  that  those  people  have  no 
choice,  their  fellow  employees  have  no  choice  or  we  are  going  to  do 
some  kind  of  risk  rating,  and  we  just  don't  think  that  second  set 
of  alternatives  is  appropriate. 

Mr.  Kreidler.  Very  good. 

Let  me  also  commend  you  for  the  independent  analysis  that  was 
done  as  to  the  financial  numbers  for  the  health  care  plan  that  inde- 
pendently were  verified  by  Lewin  and  Associates.  I  found  that  in- 
teresting to  read  and  look  forward  to  seeing  more  comprehensive 
notes  showing  that  your  numbers  do  hold  water.  And  I  am  glad  to 
see  that  for  those  of  us  who  have  signed  on  as  cosponsors  of  the 
bilL  We  have  been  vindicated  for  doing  so,  with  the  assumption 
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I  that  you  were  correct,  and  it  is  good  to  see  that  happen.  So  I  com- 
mend  you  for  that. 

Ms.  Feder.  I  am  sure,  Mr.  Kreidler,  you  had  confidence  in  us, 
but  I  am  glad  we  delivered, 
jl     Mr.  Kreidler.  Thank  you  very  much. 
Thank  you,  Mr.  Chairman. 
Mr.  Waxman.  Thank  you,  Mr.  Kreidler. 
!      Let's  see.  Mr.  Hastert? 
i      Mr.  Hastert.  Thank  you,  Mr.  Chairman. 

I|  Here  we  go  again.  Let's  lay  out  a  scenario.  I  talked  with  my  larg- 
1  est  employer  in  my  district  yesterday.  They  have  well  over  10,000 
I  employee  families  in  my  district.  They  said,  basically,  that  they  are 
|,  interested  in  staying  with  the  self-insured  option  because  they 
found  that  50  percent  of  their  costs  are  attributable  to  5  percent 
I  of  their  employees  and  80  percent  of  their  costs  are  attributable  to 
!  20  percent  of  their  employees,  and  5,000  employee  families  that 
didn't  take  one  cent  of  claim  last  year. 

So,  when  they  self-insure,  they  get  a  break  right  off  the  top,  and 
they  manage  health  care  costs  by  very  closely  managing  that  5  per- 
cent  of  the  population  and  then  also  managing  that  other  20  per- 
il  cent  of  the  population.  Because  you  know  who  they  are.  They  are 
;   in  the  doctor's  office.  They  are  in  the  hospitals.  And  by  managing 
!|   the  contracts  that  they  have  with  the  hospitals  and  the  contracts 
I    that  they  have  with  the  HMO's  and  the  contracts  they  have  with 
individual  doctors,  they  can  manage  those  costs. 
And  clearly,  their  costs  are  well  below  the  costs  for  the  general 
I    population,  which  will  be  the  cost  for  the  average  plan. 

Now,  in  your  reform  plan  the  Metropolitan  Statistical  Area  is  the 
only  delineated  boundary  that  a  health  alliance  has  to  cover. 

Now,  in  the  Statistical  Area  where  my  district  is  located,  there 
are  approximately,  at  last  count,  about  52  major  corporations  that 
have  over  5,000  employees. 

Now,  clearly  those  corporations  that  have  good  health  care  man- 
agement costs  are  going  to  opt  to  stay  and  pay  the  1  percent  fee, 
and  are  going  to  opt  to  stay  with  their  own  plans  for  the  next  10 
years.  They  have  10  years  to  phase,  is  that  correct? 

Ms.  Feder.  They  can  choose  at  various  times.  Whenever  they 
choose,  they  have  8  years — it  phases  8  years. 
Mr.  Hastert.  Well,  that  is  even  more  advantageous. 
Those  companies  that  haven't  been  able  to  keep  their  grasp  on 
health  care  costs  are  going  to  go  into  the  health  alliance.  I  mean 
that  is  cost  effective  for  them  to  do.  Plus  they  can  spin  out  their 
retirees  so  that  they  lose  that  cost.  That  is  a  great  advantage — 
I    could  be  a  great  advantage  for  them. 

Now,  the  question  is  will  the  remaining  6  or  7  million  people  in 
I  that  Statistical  Area — I  am  sure  you  have  the  statistics,  I  don't 
right  now — pick  up  that  cost.  And,  you  know,  if  the  cap  is  7.9  per- 
cent per  little  employer,  the  g^y  who  has  10,  15,  60,  150,  or  2,000 
employees,  if  they  pick  up  their  cost  of  7.9  percent  plus  a  2  percent 
employee  contribution  to  the  health  alliance,  then  there  is  a  lot  of 
population  out  there  that  aren't  employed  that  the  government  is 
going  to  have  to  pay  for. 

And  let's  say  40  of  the  52  companies  opt  out  but  12  companies, 
because  they  have  high  expenses  dump  their  population  into  the 
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health  alliance.  Thus,  you  have  a  situation  where  you  have  bene-  i 
ficial  selection  for  a  group  of  people  because  they  can  manage  that  I 
population.  j 

And  for  the  rest  of  the  health  alliance,  you  have  adverse  selec-  ! 
tion,  because  you  got  everybody  else  the  Cook  County  Hospitals,  | 
the  crack  cocaine  babies,  the  people  who  don't  have  insurance  at  1 
all  today,  AIDS  patients,  so  everybody  else  ends  up  subsidizing  or  j 
cross-subsidizing  for  that  health  care.  ' 

I  don't  see  how  we  can  get  any  semblance  of  fairness  out  of  this.  ' 
Would  you  care  to  elaborate?  I 

Ms.  Feder.  Yes,  I  would  be  glad  to. 

First  of  all,  the  statistics  that  you  gave  for  this  corporation  sound  | 
very  similar  to  me  to  the — essentially  to  the  general  characteristics 
of  the  population.  This  doesn't  sound  like  a  unique  population  at  j 
all.  We  do  find  that  the  health  care  costs  are  concentrated  among  i 
a  small  proportion  of  the  population  because  that  is  what  happens  i 
when  they  get  sick.  ' 

When  they  get  sick  it  is  expensive,  and  a  minority  get  sick.  So  I 
that  distribution  didn't  sound  particularly  strange  or  unusual  for  i 
that.  It  sounds  like  the  general  population  distribution. 

Second — ^they  didn't  sound  unique.  They  are  able  to  keep  their  I 
health  costs  under  control  because  they  sound  like  exactly  the  kind 
of  large  employer  that  we  have  wanted  to  give  an  opportunity  to 
self-insure  because  they  have,  it  sounds,  been  effective  and  aggres- 
sive in  working  with  doctors  and  hospitals  to  deliver  health  care  ef- 
ficiently. 

What  we  are  doing  through  the  changes  and  the  incentives  that  i 
we  are  putting  forward  for  health  plans  as  well  as  the  creation  of 
alliances,  we  are  now  extending  that  capacity  to  appropriately 
manage  health  care  efficiently  to  the  rest  of  the  marketplace.  And  j 
so  now  small  employers  or  employees  in  small  firms  will  be  able  i 
to  benefit  from  that  kind  of  management  as  have  the  population  in  I 
large  firms,  or  employer  contributions  from  small  employers  will  be  1 
lowered  as  they  have  been  for  large  employers.  So,  we  really  are  i 
making  the  whole  marketplace  work  more  effectively.  I 

Third,  you  talk  then  about  spreading  the  risk,  and  there  is  a  le-  | 
gitimate  argument,  and  it  is  why  we  have  made  those  rules  for  i 
Metropolitan  Statistical  Areas  that  we  want  to  spread  it  over  as  ! 
large  a  pool  as  possible.  And,  in  fact,  the  concerns  you  express  are  ' 
really  quite  consistent  with  the  reasons  that  I  am  putting  forward 
that  we  need  to  have  relatively  large  alliances  with  many  people  | 
and  many  firms  in  them  and  allow  the  opting  out  or  the  self-insur-  I 
ance  only  for  those  very  large  firms  who  are  able  to  manage  care 
appropriately. 

So,  we  think  that  what  we  have  put  forward  does  appropriately  : 
spread  risk,  does  appropriately  allow  those  corporations  that  have 
the  capacity  to  manage  care  effectively  to  continue  to  do  so. 

Mr.  Hastert.  But  it  would  just  seem  to  me,  and  I  know  I  am 
treading  on  your  time,  Mr.  Chairman,  but  just  a  comment  on  this 
thing. 

It  would  seem  to  me  what  you  are  doing  in  this  case  is  setting 
aside  entities  that  have  the  benefit  of  beneficial  selection.  But 
those  who  haven't  done  a  good  job  of  dumping  off  into  health  alli- 
ances and  then  creating  a  situation  where  there  is  a  huge  cross- 
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subsidy  out  there  that  everybody  else  has  to  pick  up,  that  aren't 
fortunate  enough  or  have  the  numbers  of  employees  that  they  can't 
do  this.  They  have  adverse  selection  that  they  have  to  deal  with. 
As  a  matter  of  fact,  they  even  have  the  adverse  selection  dumped 
on  them  with  the  big  corporations  that  didn't  do  a  good  job. 

And  so  what  you  are  doing  is  having  the  general  population 
cross-subsidizing  over  a  Statistical  Area  and  letting  everybody  else 
that  has  the  benefit  of  beneficial  selection  to  walk  away. 

Mr.  Waxman.  Mr.  Hastert,  your  time  has  expired.  But  you  may 
respond.  Dr.  Feder.  Then  we  will  have  to  move  on. 

Ms.  Feder.  Just  very  quickly.  I  would  say,  number  one,  we  be- 
lieve we  have  kept  that  to  a  minimum  by  setting  the  opportunity 
for  the  self-insurance  at  5,000  or  larger;  and  two,  it  is  a  reason  that 
we  are  including  the  assessment  of  1  percent  of  payroll  for  those 
corporations  to  be  certain  that  we  are  including  them  or  expecting 
them  to  contribute  in  broad  communitjrwide  responsibilities. 

Mr.  Waxman.  Mr.  Wyden? 

Mr.  Wyden.  Thank  you,  Mr.  Chairman.  And  welcome  again.  Dr. 
Feder. 

On  this  matter  of  the  size  of  the  alliances,  I  mean  I  think  there 
are  two  questions  that  I  and  I  think  some  other  members  have. 
One  is,  you  know,  it  is  hard  to  see  the  proposition  that  corporate 
innovation  only  begins  when  a  firm  has  got  over  5,000  people.  I 
think  that  is  a  troubling  kind  of  premise  in  all  this. 

And  second,  I  mean  I  heard  even  as  recently  as  last  week,  you 
know,  from  businesses  in  my  area.  They  say,  "Look.  This  doesn't 
seem  right.  Big  business  doesn't  have  to  do  the  same  thing  that 
poor  people  and  middle-class  people  have  to  do."  And  I  think  that 
that  is  something  of  an  emotional  knife  in  the  gut,  you  know,  to 
the  President's  proposal.  I  think  it  hurts  the  President's  proposal, 
and  a  lot  of  us  want  to  see  it  pass. 

The  question  that  I  have,  I  guess,  is  why  not  look  at  restructur- 
ing the  employer  contributions  inside  the  regional  alliance  so  that 
all  employers  get  a  fair  shake  and  that  all  employers  are  in  a  posi- 
tion to  monitor  and  influence  costs?  It  seems  to  me  that  there  you 
could  then  get  at  both  of  the  problems  that  I  hear.  One,  that  people 
are  innovative  who  aren't,  you  know,  over  5,000.  Second,  you  know, 
the  fairness  kind  of  question. 

I  wonder  if  you  all  are  looking  at  that  at  this  point? 

Ms.  Feder.  Well,  Mr.  Wyden,  first  in  terms  of  the  concern  that 
somehow  the  consumers  are  disadvantaged  in  regional  alliances,  I 
want  to  be — I  think  we  all  need  to  be  real  clear  that  they  are  get- 
ting maximum  choice.  That  everyone  is  guaranteed  choice  under 
the  President's  proposal.  Corporate  alliances  too  must  offer  choice. 
But  the  choice  is,  indeed,  broader  in  the  regional  alliances.  So  I 
don't  think  there  is  a  disadvantaging  there. 

And  I  have  been  through  many  of  the  reasons  that  we  think  in 
order  to  have  individual  choice  and  to  have  true  community  rating 
that  is  why  we  have  structured  this  the  way  it  is. 

I  would  have  to  pursue  further  with  you  the  specific  proposal 
that  you  are  making  about  giving  employers  an  incentive  because 
we  really  think  that  what  we  are  doing  is  focusing  on  individual 
choice  and  that  that  change  in  the  marketplace  is  the  best  way  to 
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hold  plans  accountable  for  efficient  delivery  of  quality  care.  But  we 
are  happy  to  explore  the  suggestions  that  you  put  forward. 

Mr.  Wyden.  Did  you  all  ever  look  at  the  idea  of  having  employers 
pay  80  percent  of  the  cost  of  the  plan  picked  by  an  employee  in- 
stead of  having  the  employer  share  be  fixed?  Did  you  all  study 
that? 

Mr.  Claxton.  Yes,  we  did,  Mr.  Wyden,  and  the  reason  we  didn't 
go  with  it  were  probably  two.  One  is  that  to  make  the  consumer 
the  most  cost  conscious  we  need  to  have  them  bear  the  full  cost  of 
choosing  more  expensive  plans. 

And  second,  and  quite  frankly,  administratively  it  is  very  dif- 
ficult to  collect  from  employers,  from  the  millions  of  employers  that 
exist  in  this  country,  different  premiums  based  on  what  plans  their 
employees  choose  when  employees  move  from  place  to  place,  et 
cetera.  I  think  you  would  be  adding  an  administrative  burden  po- 
tentially that  would  outweigh  whatever  benefits  that  might  be  per- 
ceived from  that. 

Mr.  Wyden.  Well,  those  sound  like  very  plausible  reasons.  All  I 
would  say  is  I  think  around  the  country  employers  are  looking  at 
this  and  they  are  saying,  *We're  being  read  out  of  the  equation." 

And  the  individual  incentives  is  clearly  a  sensible  approach,  but 
I  think  Mr.  Brown,  for  example,  one  on  our  committee,  has  made 
the  case  that  a  lot  of  employers  have  done  some  very  innovative 
work  in  terms  of  preventive  health,  cost  containment,  and  I  hope 
as  we  go  we  will  look  for  some  ways  to  keep  them  in  the  equation. 

Let  me  ask  you  about  one  other  matter,  can  kind  of— sort  of  flip 
side  of,  you  know,  risk  selection  and  risk  adjustment.  The  two  kind 
of  go  together. 

Dr.  Newhouse  of  Harvard  recently  said  that  risk  selection  can  be 
extremely  profitable  for  an  insurance  company.  For  example,  he 
said  that  profits  could  be  well  over  50  percent  for  an  insurer  who 
had  great  ability  to  select  low  risk  enrollees. 

Now,  even  if  alliances  are  extremely  good  at  dealing  with  risk 
adjustment — to  your  credit,  you  and  I  have  talked  about  how  this 
is  pretty  much  a  science,  you  know,  in  its  infancy.  Even  if,  say, 
they  are  60  to  70  percent  accurate  in  terms  of  risk  adjustment,  you 
still  got  a  situation  where  insurance  companies  are  going  to  be  in 
a  pretty  good  position,  if  they  are  good,  to  cream  skim  and  cherry- 
pick  through  the  new  market,  just  as  the  ingenious  ones  have  been 
out  there  cream-skimming  and  cherry-picking  in  the  past. 

What  is  your  sense  about  how  we  could  deal  with  that? 

Mr.  Claxton.  As  Dr.  Feder  pointed  out  in  her  opening  state- 
ment, we  really  have  what  we  think  is  an  integrated  strategy  to 
deal  with  risk  selection  by  insurers  and  it  just  doesn't  involve,  you 
know,  risk  adjustment  of  payments  or  reinsurance.  It  starts  out 
with  universality  of  coverage,  which  means  everyone  is  covered  so 
certain — it  goes  to  the  kind  of  changes  in  enrollments.  When  you 
have  people  enrolled  through  alliances  there  is  not  the  ability  to 
have  health  screening. 

We  have  eliminated  risk  rating  and  the  other  things  that  allow 
insurers  to  disadvantage  high  risk  people  from  getting  coverage. 
We  have  the  alliances  approving  marketing  materials  and  a  re- 
quirement that  marketing  materials  be  made  available  to  everyone 
in  a  plan's  service  area.  That  and  individual  choice  and  enrollment 
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through  the  alliance  means  that  the  insurer  really  can't  target  peo- 
ple who  are  healthy  err. 

In  terms  of  disenrollment,  we  have  a  quality  of  care  system 
which  will  try  to  identify  plans  that  have  poor  quality  for  high  risk 
patients,  disenrollment  surveys  to  find  out  why  people  left.  If  it  is 
because  they  don't  have  access  to  the  types  of  providers  they  need, 
we  can  identify  that  and  take  regulatory  steps  to  deal  with  it.  And 
each  plan  has  to  contract  with  an  academic  health  center,  at  least 
one,  or  as  the  Secretary  provides,  to  make  sure  that  the  kind  of  ap- 
propriate level  of  care  is  available  in  all  plans.  So,  we  think  we 
have  a  very  comprehensive  strategy  to  deal  with  what  Dr. 
Newhouse  was  concerned  with. 

Mr.  Wyden.  My  time  is  up.  I  would  only  say  that  the  problem 
with  that,  and  those  are  sensible  ideas,  is  it  is  going  to  take  a 
while  to  start  getting  that  kind  of  information  back  into  the  sys- 
tem. 

What  Dr.  Newhouse  is  predicting  is,  in  effect,  on  day  one  you 
have  got  real  possibilities  for  cream-skimming  under  the  new  sys- 
tem. You  got  insurers  that  are  going  to  be  great  at  still  finding  the 
low  risks.  You  got  risk  adjustment  that  is  going  to  be  in  its  infancy. 
People  are  going  to  be  in  a  position  to  make  these  illicit  profits,  in 
effect,  right  at  the  outset,  and  downstream  we  will  start  getting 
this  data  that  you  and  I  think  are  very  useful,  and  I  would  hope 
that  we  would  look  at  that  area. 

Mr.  Waxman.  Mr.  Wyden,  your  time  has  expired,  but  it  looks  like 
Dr.  Feder  wants  to  respond.  I  am  going  to  have  her  respond  briefly 
so  we  can  then  move  on. 

Ms.  Feder.  Very  briefly.  I  would  just  say  that  we  share  your  con- 
cern at  making  this  workable  because  we  have  got  to  do  better 
than  the  present  system. 

And  I  would  just  add  that  one  of  the  reasons  that  I  am  so  de- 
lighted to  have  Mr.  Claxton  not  only  at  the  table  but  as  part  of  this 
process  in  my  office  at  HHS  is  because  of  his  experience  in  dealing 
with  precisely  these  problems  in  the  insurance  industry.  So  we  are 
working  on  them. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden. 

Mr.  Moorhead? 

Mr.  Moorhead.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  at  a  hearing  before  the  subcommittee  on  November 
22nd,  Ken  Abramowitz,  a  Wall  Street  analyst  from  the  firm  of 
Stanford  and  Bernstein,  testified  concerning  the  potential  for  pri- 
vate investment  capital  in  the  health  sector  of  our  economy  if  the 
Clinton  health  plan  becomes  law.  Mr.  Abramowitz  advises  virtually 
all  the  major  banks  and  mutual  funds  in  the  country  and  in  Europe 
as  to  how  to  invest  money  in  health  care.  During  the  past  12  years 
Mr.  Abramowitz  was  voted  the  number  one  health  care  analyst  for 
10  of  those  years.  So  I  think  we  have  to  pay  some  attention  to  his 
analysis. 

During  his  appearance  before  this  subcommittee  he  made  the  fol- 
lowing observations:  The  Clinton  health  care  plan  is  about  $50  bil- 
lion to  $100  billion  underfinanced.  The  review  of  the  drug  pricing 
called  for  in  the  Clinton  plan  will  seriously  impact  access  to  capital 
for  the  drug  industry  and  50  to  75  percent  of  all  biotech  companies 
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could  go  bankrupt  within  the  next  5  to  10  years  if  the  Clinton 
health  care  plan  is  enacted. 

If  the  Clinton  health  care  plan  passes,  he  would  advise  his  cli- 
ents to  sell  all  their  health  care  stock  and  all  their  health  care 
bonds.  If  Congress  wants  to  nationalize  the  health  care  system,  it 
should  not  expect  the  capital  to  be  there.  To  quote  Mr.  Abramowitz, 
"In  effect,  the  Health  Security  Act  says,  *don't  invest  in  health  care. 
We  want  to  live  off  of  historical  capital.  Don't  put  in  any  new  cap- 
ital. We  are  going  to  price  control  and  we  are  not  even  going  to  tell 
you  what  the  rate  of  return  is.  All  we  know  is  we  don't  even  know 
if  there  is  going  to  be  a  rate  of  return.  People  will  put  the  money 
in  other  things.'  You  can't  socialize  15  percent  of  the  economy  and 
not  socialize  the  other  85  percent  and  expect  resources  to  be  there." 

The  Clinton  health  care  plan  is  an  untested  theoretical  model. 
We  have  to  think  about  how  it  will  work  in  the  real  world.  Like 
it  or  not,  part  of  the  real  world  is  investment  capital  and  the  plan 
can't  work  without  it. 

This  is  one  of  the  reasons  that  we  on  our  side  of  the  aisle  have 
wanted  your  figures,  your  background,  which  we  haven't  gotten, 
though  it  has  been  promised  over  a  number  of  months.  But  without 
it,  we  can't  tell  whether  Mr.  Abramowitz  is  right  or  whether  your 
theoretical  plan  will  work.  There  is  no  way  we  can  come  anjn^rhere 
close  to  analyzing  it. 

Do  Mr.  Abramowitz's  observations  concern  you  at  all? 

Ms.  Feder.  I  disagree  with  many  of  the  things  that  you  attrib- 
uted to  Mr.  Abramowitz,  and  let  me  say  a  couple  of  things. 

Mr.  MOORHEAD.  Well,  these  are  just  statements  he  made  before 
our  committee. 

Ms.  Feder.  Yes.  No,  I  understand  that  and  I  was  going  to  just 
respond. 

One,  I  would  want  to  say  again  that  I  hope  to  have  that  informa- 
tion for  you  in  the  nearest  future,  and  that  I  would  just  point  to 
the  study  that  Mr.  Kreidler  mentioned  in  which  our  estimates  had 
been  validated. 

Then  to  go  on  to  the  specific  remarks,  neither  we  nor,  I  am  sure, 
the  Congress  have  any  intent  to  nationalize  or  socialize  the  health 
care  industry.  What  we  are  talking  about  is  changing  the  incen- 
tives in  what  would  continue  to  be  a  private  system  and  bring  an 
end  to  the  kind  of  profiting  that  Mr.  Wyden  was  describing,  so  that 
profits  in  this  industry  come  from  the  efficient  delivery  of  quality 
care. 

With  respect  to  the  underfinancing,  we  disagree  completely,  and 
as  I  indicated,  our  estimates  have  been  validated.  With  respect  to 
the  specific  comments  on  prescription  drugs,  we  will  be  providing 
additional  information  to  demonstrate  that  we  are  indeed  by  pro- 
viding universal  coverage  expanding  the  demand  for  prescription 
drugs  so  that  that  industry  will  be  quite  healthy  while  creating  a 
set  of  incentives  so  that  prescription  drugs  will  be  appropriately 
used  because  they  are  covered  to  reduce  the  need  for  other  highly 
expensive  services.  So  we  have,  we  believe,  addressed  those  con- 
cerns. 

Mr.  MoORHEAD.  Well,  I  accept  your  statement  that  your  figures 
have  been  validated  and  so  forth,  but  we  don't  have  any  way  to 
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judge  whether  Mr.  Abramowitz  is  right  or  whether  you  are  right 
until  we  get  some  of  those  figures. 
Ms.  Feder.  Yes,  sir. 

Mr.  MOORHEAD.  And  it  isn't  fair  to  come  in  2  days  before  we 
start  marking  up  and  say,  '*Well,  here  are  the  figures,"  because 
there  is  no  way  that  we  can  begin  to  analyze  them.  We  are  dead 
in  the  water. 

Ms.  Feder.  Your  point  is  well  taken,  Mr.  Moorhead,  and  I  hope 
you  will  have  them  well  in  advance. 
Mr.  Moorhead.  Thank  you. 
Mr.  Waxman.  Thank  you,  Mr.  Moorhead. 
Mr.  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  I  want  to  address  to  you  a  question  that  I  addressed 
within  the  last  couple  of  weeks  to  Dr.  Rivlin  and  to  a  fellow  by  the 
name  of  Jack  Lew  with  White  House  staff.  We  were  unable  to  get 
answers  from  either  of  them.  We  have  been  promised  answers  from 
both  of  them  which  have  not  been  forthcoming. 

I  would  like  to  turn  your  attention  to  page  995  of  the  Health  Se- 
curity Act,  section  6002  (c).  Section  (c)  provides  the  update  for  the 
average  national  per  capita  spending  for  the  years  1994  and  1995. 
During  these  2  years  there  is  no  premium  cap,  global  budget,  nor 
other  price  controls.  Consequently,  health  care  spending  will  in- 
crease at  the  level  determined  by  the  market. 

Over  the  last  5  years  this  rate  has  been  approximately  10  per- 
cent annually.  Compounded  for  the  years  between  1994  and  1995, 
those  2  years  would  give  us  a  cumulative  update  of  roughly  21  per- 
cent by  the  year  1995.  Consequently,  actual  spending  should  in- 
crease by  21  percent  over  this  time.  That  is  what  we  would  expect 
would  happen. 

Now,  let  me  read  lines  1  and  2  on  page  995.  "The  total  cumu- 
lative update  under  this  section  shall  not  exceed  15  percent." 
Ms.  Feder.  OK. 
Mr.  Greenwood.  With  me? 
Ms.  Feder.  I  am  with  you. 
Mr.  Greenwood.  Great. 
Ms.  Feder.  I  got  the  page. 
Mr.  Greenwood.  Good.  Good. 

Simply  put,  instead  of  using  actual  expenditures  for  the  calcula- 
tion of  the  baseline  per  capita  amount  for  the  initiation  of  the  Act, 
the  bill  is  mandating  an  across-the-board  reduction  in  the  baseline. 
In  the  real  world,  expenditures  will  have  increased  by  21  percent 
during  1994  and  1995.  In  the  world  of  this  bill,  expenditures  are 
allowed  to  increase  only  15  percent  over  this  time  frame.  This  is 
a  huge  difference  since  these  percentages  would  be  applied  to  over 
approximately  $600  or  $700  billion. 

This  could  lead  to  a  reduction  in  the  baseline  per  capita  amount, 
which  is  the  foundation  of  the  premium  cap,  of  tens  of  billions  of 
dollars.  This  is  confirmed  by  the  chief  actuary  at  HCFA  who  stated 
publicly,  "the  actuarily  determined  premiums  for  the  first  year  of 
reform,  1996,  are  reduced  by  nearly  25  percent  by  the  global  budg- 
et and  the  associated  Federal  subsidies  are  reduced  by  more  than 
40  percent  by  the  impact  of  the  global  budget." 
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Dr.  Feder,  these  two  lines  of  legislation,  which  constitute  only  11 
words,  are  singlehandedly  generating  the  vast  majority  of  the  bill's 
up-front  savings. 

Two  questions.  First,  in  the  previous  draft,  the  15  percent  cumu- 
lative update  increase  applied  to  3  years — 1994,  1995,  and  1996. 
By  now  applying  this  cumulative  update  to  just  1994  and  1995, 
doesn't  that  have  to  change  the  entire  scoring  of  the  bill,  particu- 
larly your  estimate  of  what  the  initial  premium  will  cost? 

And  second,  why  is  the  administration  performing  this  baseline 
reduction  in  the  first  place?  I  have  never  seen  a  baseline  calcula- 
tion that  doesn't  use  actual  data. 

Ms.  Feder.  Mr.  Greenwood,  I  am  not  certain  that  I  can  address 
all  your  concerns  and  we  will  provide  a  detailed  answer  for  the 
record,  but  let  me  clarify. 

First,  with  respect  to  the  basis  on  which  we  have  made  the  esti- 
mates, this  is  based  on  the  projections  by  the  Office  of  the  Actuary. 
When  you  compared  them  to  rates  of  increase  in  the  past,  we  are 
seeing  a  slowdown  in  the  rate  of  increase  in  health  care  costs.  The 
15  percent  is  intended  to  reflect  the  estimates  that  the  actuary  has 
made  of  the  projected  rate  of  increase. 

Mr.  Greenwood.  Let  me  interrupt  you  for  one  second  there  be- 
cause that  is  a  very  important  point. 

Ms.  Feder.  Go  right  ahead. 

Mr.  Greenwood.  That  TVb  percent  per  year  is  obviously  a  little 
bit  different  because  of  the  compounding,  but  it  is  pretty  close.  Are 
you  telling  us  that  the  rate  of  increase  in  health  care  costs  over  the 
past  12  months,  for  instance,  has  been  about  7V2  percent? 

Ms.  Feder.  I  cannot  speak  to  this  precise  number,  so  I  do  not 
want  to  answer  it.  What  I  can  tell  you  is  that  the  estimate  was 
made  by  the  Office  of  the  Actuary,  and  despite  whatever  difficulty 
you  have  had  I  will  get  you  this  letter  for  the  record  that  clarifies. 

In  terms  of  the  timing,  there  may  be  a  technical — ^it  sounds  as 
though  there  is  some  misunderstanding  with  respect  to  the  pre- 
vious estimates.  I  believe  we  have  estimated  what  is  in  the  Dili, 
that  that  is  what  the  Actuary's  Office  has  estimated,  and  so  I  am 
not  distressed  about  that. 

And  again,  our  15  percent  constraint  is  based  on  our  estimates — 
his  estimates  of  projected  expenditures.  And  so  we  will  get  back  to 
address  the  specific  point. 

Mr.  Greenwood.  My  time  is  up.  I  would  appreciate  it  if,  when 
you  provide  us  with  this  information  you  also  would  give  us  infor- 
mation about  why  the  15  percent  originally  applied  to  3  years  and 
then  was  reduced  to  2  years.  That  is  a  very,  very  significant  dif- 
ference. 

Mr.  Claxton.  As  I  understand  it,  the  original  drafters  thought 
that  we  had  estimated  3  years  when  we  had  only  used  2  years,  and 
so  it  was  just  a  technical  error. 

Mr.  Greenwood.  There  was  an  error  in  the  first  draft? 

Mr.  Claxton.  Yes.  We  will  clarify  that. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Greenwood. 

Now,  for  our  second  round.  One  of  our  next  panelists.  Dr.  Dan 
Fishbein,  will  argue  on  behalf  of  the  New  York  Life  Insurance 
Company  that  the  President's  proposal  will  knock  fee-for-service 
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plans  and  preferred  provider  organizations  into  a  death  spiral.  He 

reasons  that  plans  offering  a  wider  choice  of  physicians  will  attract 
I  a  higher  proportion  of  people  with  medical  problems  because  those 
I  are  the  people  who  most  value  choice  of  provider. 
I     Over  time,  he  contends,  the  wider  choice  plans  will  lose  healthy 
I  members  while  retaining  unhealthy  members,  requiring  those 

plans  to  increase  premiums  further  and  further  beyond  those  of  re- 
i!  stricted  network  plans,  eventually  making  the  fee-for-service  and 
j  PPO  plans  unaffordable  except  for  the  very  wealthy. 
;  The  President's  proposal  requires  both  regional  health  alliances 
j  and  corporate  alliances  to  offer  fee-for-service  plans,  so  obviously 
I  you  assume  that  they  will  be  viable.  Yet,  Dr.  Fishbein  believes  that 

it  will  become  unaffordable. 
I     What  is  your  response  to  his  argument? 

I  Ms.  Feder.  Mr.  Chairman,  he  is  raising  the  concern  that  several 
I  members  have  raised  with  respect  to  the  issues  related  to  risk  se- 

I  lection,  and  I  would  just  repeat  very  briefly  that  we  require  all 
plans,  including  the  HMO's  to  provide  the  guaranteed  benefit  pack- 

!  age,  to  contract  with  academic  health  centers  or  at  States'  discre- 

II  tion  centers  of  excellence,  to  provide  appropriate  referrals  and  ap- 
I  propriate  services,  and  we  are  requiring  all  plans  to  provide  quality 

of  care  and  creating  a  market  system  in  which  people  will  be  able 
to  choose  in  that  arrangement.  So  we  don't  think  the  incentives  are 
as  strong  as  he  indicated. 

Furthermore,  with  respect  to  risk  selection,  we  have  the  set  of 
protections  that  Mr.  Claxton  has  laid  out,  reinsurance  and  other 
mechanisms  to  protect  against  adverse  selection.  And  finally,  fee- 
for-service  plans,  as  I  indicated  earlier,  will  be  operating  in  a  new 
environment  with  new  tools  both  to  operate  under  fee  schedules 
with  negotiated  rates  and  to  identify  those  practitioners  that  are 
inappropriately  providing  care  in  order  to  remain  affordable. 

Mr.  Waxman.  You  testified  that  the  President's  bill  contains  a 
short-term  and  a  long-term  strategy  for  protecting  health  plans 
from  adverse  selection  by  higher  cost  enrollees.  In  the  short  term, 
you  propose  mandatory  reinsurance  and  health  status  adjustment. 
In  the  long  term,  you  expect  that  the  National  Health  Board  will 
j  develop  more  sophisticated  risk  adjusters. 

;     We  are  going  to  hear  later  this  morning  from  witnesses  who  are 
i  not  so  confident  in  our  ability  to  adjust  risk.  Stan  Jones  will  testify 
that  "at  present  we  do  not  know  how  to  ameliorate  risk  selection 
or  adjust  premiums  for  it  is  efficient  to  prevent  it  from  destro3dng 
competition  based  on  cost  containment  and  quality." 

He  goes  on  to  lay  out  a  number  of  strategies  that  insurers  can, 
and  in  sheer  self-defense  will,  use  to  obtain  favorable  risk  selection 
I  under  even  the  reforms  in  the  President's  bill.  These  include  avoid- 
I  ing  the  use  of  physicians  who  are  known  in  their  communities  to 
,  be  skilled  at  treating  the  sickest  and  toughest  cases  because  they 
'  may  bring  their  patients  along  with  them  into  the  plan. 
I  Is  he  wrong?  Or  do  we  have  a  serious  problem  here?  Or  do  you 
agree  with  Alice  Rosenblatt,  representing  the  American  Academy  of 
!  Actuaries,  who  will  tell  us  that  a  workable  solution  can  be  found 
I  by  April  1,  1995? 

Mr.  Claxton.  Let  me — as  I  discussed  a  little  bit  earlier,  we  have 
done  a  number  of  things  to  try  and  address  the  risk  selection  by 
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health  insurers  and  to  protect  insurers  from  adverse  selection  by 
consumers.  It  is  an  integrated  strategy.  We  think  we  have  a  num- 
ber of  first  steps  that  are  appropriate,  including  reinsurance  to  pro- 
tect against  the  adverse  selection  that  was  mentioned,  and  the 
disenrollment  surveys,  the  quality  system  to  deal  with  the  not  con- 
tracting with  providers  kind  of  problem. 

This  is  going  to  be  something  that  gets  better  over  time.  But 
quite  frankly,  the  alternative  is  to  say  we  are  not  going  to  have 
universal  coverage,  so  these  people  get  left  out  of  the  system,  or  we 
are  going  to  have  universal  coverage  but  people  who  are  higher 
risk  can't  have  choice  and  their  fellow  employees  can't  have  choice, 
or  that  we  are  going  to  have  risk  rating.  And  we  believe  what  we 
have  is  a  better  alternative  because  it  is  based  on  sound  principles. 
We  think  it  is  good  enough  in  the  short  run  and  it  will  get  better, 
and  the  alternatives  are  unacceptable. 

Mr.  Waxman.  Thank  you, 

Mr.  Bliley? 

Mr.  Bliley.  Thank  you,  Mr.  Chairman. 

Ms.  Feder,  could  you  please  turn  to  page  185  of  the  bill,  lines  1 
through  12?  Let  me  tell  you  what  I  think  this  provision  means. 
Then  you  can  tell  me  the  administration's  intent  behind  this  provi- 
sion. 

This  provision  seems  to  say  that  AFDC  and  SSI  beneficiaries  are 
only  responsible  for  20  percent  of  the  applicable  copayments  for  all 
services  except  emergency  services.  Lines  14  through  20  go  on  to 
say  that  the  regional  alliance  shall  pay  the  health  plan  for  the  cost 
sharing  reductions  other  than  the  reductions  just  described.  In 
other  words,  the  plans  will  be  responsible  for  80  percent  of  the  ap- 
plicable copayments  for  AFDC  and  SSI  beneficiaries. 

Is  this  the  way  you  understand  this  provision?  What  impact  do 
you  anticipate  that  paying  the  bulk  of  the  required  cost  sharing 
will  have  on  health  plans?  How  will  this  impact  their  solvency? 
And,  in  reality,  doesn't  this  provision  statutorily  impose  cost  shift- 
ing on  all  other  payers? 

Ms.  Feder.  The  provision,  Mr.  Bliley,  has  to  do  with  the  specific 
additional  reduction  in  cost  sharing  for  AFDC  and  SSI  recipients, 
so  that  they  would  pay,  instead  of  the  $10  per  visit  that  is  in  the 
low  cost  sharing  plan,  they  would  only  be  expected  to  pay  $2  per 
plan,  and  that  there  is  not  an  additional  payment  to  the  plan  to 
offset  that  differential. 

The  reason  that  we  do  not  believe  it  creates  a  problem  for  the 
plan  is  because  the  premium  contribution  that  is  being  made  on  be- 
half of  AFDC  And  SSI  beneficiaries  are  based  on  existing  Medicaid 
per  capita  payments  trended  forward,  takes  the  full  payment  into 
account.  It  is  included  in  that  premium  estimate,  and  so  we  believe 
they  have  already  essentially  been  paid  in  that  circumstance. 

Mr.  Bliley.  I  see.  You  also  testified  in  your  opening  statement 
that  if  the  plans  are  running  overbudget  that  steps  will  be  com- 
menced to  force  them  underbudget. 

Won't  that  lead  to  rationing?  I  mean,  how  will  you  achieve  this 
forced  compliance? 

Ms.  Feder.  It  is  a  prospective  adjustment  to  the  premium  and 
it  works  automatically,  and  the  way  in  which  it  is  achieved  is  that 
plans  that — it  is  not  that  they  were  running  overbudget.  It  is  that  ; 
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I  their  premiums  led  the  alliance  to  have  an  average  premium  that 

II  exceeded  the  cap.  And  what  the  bill  specifies  is  that  premiums  will 
I'  be  reduced  in  plans  that  exceed,  sdong  with  pajnnents  to  providers 
I  in  those  plans.  So,  there  is  a  mechanism  that  not  only  reduces  the 
I  premiums  but  reduces  the  pay-outs  consistent  with  the  reductions 
I     that  are  needed  to  keep  the  plan  at  an  affordable  level. 

;  Mr.  Bliley.  ok.  Well,  if  you  reduce  the  pa3anents  to  providers, 
I  how  do  you  guarantee  that  the  providers  will  be  there  to  provide 
||    the  service? 

i;  .  Ms.  Feder.  I  think  that  what  we  are  doing,  there  is  a  change  in 
I  the  way  the  marketplace  is  working.  We  really  are  holding  provid- 
i|    ers  accountable  for  delivering  quality  services  at  affordable  costs. 

You,  I  know,  are  well  aware  of  the  inefficiencies  we  have  in  the 

current  system. 

Over  the  last  several  months  we  have  heard  from  numerous 
practitioners,  whether  in  hospitals,  individual  doctors,  about  the  in- 
efficiencies in  the  system.  We  believe  that  with  a  new  set  of  incen- 
I  tives  with  information  for  providers  as  well  as  for  consumers  on 
what  is  appropriate  service  and  how  to  deliver  care  effectively  that 
we  can  make  dramatic  changes  in  the  costs  in  the  marketplace, 
!     and  we  expect  we  will  do  so. 

Mr.  Bliley.  And  you  don't  think  that  providers  won't  close  up  or 
just  stop  taking  patients? 
I  Ms.  Feder.  No,  I  don't  expect  that  they  will.  I  think  that  they 
will  be,  as  I  said,  operating  under  new  terms  and  that  the  re- 
sources are  adequate  to  continue  to  not  only  provide  the  quality  of 
care  that  we  have  today  but  continue  to  improve  quality  through 
I     more  efficient  delivery  of  service,  and  I  do  not  expect  that  problem. 

Mr.  Bliley.  Thank  you. 
i       Mr.  Waxman.  Thank  you,  Mr.  Bliley. 
Mr.  Brown? 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

One  of  the  factors  contributing,  obviously,  to  high  cost  in  health 
care  has  been  third-party  payers.  I  talked  to  a  veterinarian  in  my 
district  sometime  ago  who  told  me  that  it  costs  40  times — a  hip  re- 

I  placement  in  a  dog  costs  one-fortieth — is  one-fortieth  the  cost  of  a 
nip  replacement  in  a  human,  and  one  of  the — ^there  are,  obviously, 
a  lot  of  reasons  for  that,  but  one  of  the  reasons  is  people  when  they 
walk  out  of  a  veterinarian's  office  obviously  pay  out  of  their  pocket, 

i  although  apparently  dog  insurance  is  available,  few  people  still 
have  it,  thankfully. 

To  bring  in  kind  of  incentives  like  that,  some  have  proposed  a 
medical  savings  account  where  the  employees,  you  know,  would 
pay  for  their  preventive  and  other  health  care  visits  up  to  $2,000 

j     or  some  other  high  deductible,  at  which  point  the  insurance  would 

I     kick  in. 

Are  you  considering  anything  like  that  to  sort  of  inject  that  sort 
'  of  consumer  discipline  into  our  health  care  system  that  way? 
I  Ms.  Feder.  Well,  Mr.  Brown,  the  issue  that  you  raise  is  clearly 
a  problem  because  when  we  have  insurance  it  does  reduce  our  abil- 
I  ity  to  pay  or  sensitivity  to  price  at  the  point  of  service  as  a  control 
i     on  what  the  prices  are. 

But  there  are  two  different  ways  to  deal  with  that  issue.  One  is 
to  reduce  the  availability  of  insurance,  have  these  much  higher 
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deductibles  that  the  medical  savings  accounts  assumes,  and  that  | 
puts  the  burden  then  on  the  consumer.  But  what  we  know  is  that 

the  bulk  of  the  cost  in  the  system,  as  Mr.  Hastert  was  indicating,  ' 

come  when  people  are  sick  and  when  it  is  physicians  who  are  treat-  i 

ing  sick  people  and  generating  the  cost  of  care.  It  is  not  us  who  de-  ' 

termine  the  most  costly  service  when  we  are  sick.  It  is  the  doctors  | 

choices  that  determine  what  we  spend.  i 

And  consequently,  in  order  to  protect  people  from  unacceptable  | 

burdens  while  still  promoting  efficiency,  what  we  have  got  to  do  is  | 

change  the  incentives  under  which  practitioners  operate,  not  give  i 

us  higher  burdens.  That  isn't  going  to  do  the  job.  What  we  need  ! 
to  do  is  change  the  incentives  of  the  system,  and  that  is  the  direc- 
tion in  which  we  have  gone. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Brown. 

Mr.  McMillan? 

Mr.  McMillan.  Thank  you.  Madam  Chairman — Mr.  Chairman,  | 

excuse  me.  I  am  getting  you  confused  with  the  panelist.  | 

Do  you  have  a  copy  of  the  bill  here?  You  probably  have  it  in  your  i 

head.  | 

Ms.  Feder.  Yes,  we  do.  j 

Mr.  McMillan.  On  page  990,  section  6002,  you  get  into  the  issue 

of  the  board  determination  of  national  per  capita  baseline  premium  | 

target,  which  is  somewhat  related  to  the  earlier  question,  I  think,  I 

from  the  gentleman  from  Pennsylvania  which  had  to  do  with  an  | 

adjustment  period.  | 

But  essentially,  if  I  don't  oversimplify  this,  what  you  are  going  j 
to  try  to  do  is  to  take  total  medical  care  outlays  for  an  expected  i 
group  of  participants  in  regional  health  care  alliances  and  divide  \ 
it  by  the  expected  population  to  come  up  with  a  per  capita  pre- 
mium target.  Now,  I  know  that  is  an  over  simplification.  j 

Then  that  presumably  is  going  to  be  the  rate  at  which  regional  \ 

alliances  will  be  reimbursed  or  will  be  able  to — that  will  fix  the  j 

price,  in  effect,  on  those  plans  and  be  the  basis  upon  which  a  lot  i 
of  other  decisions  are  made. 

There  is  one  part  of  that  that  I  don't  understand  because  it  does 

deal  with  two  of  the  big  components  of  Federal  expenditures.  One  i 

is  Medicare.  They  are  excluded.  And  two  are  current  recipients  of  I 

AFDC  or  SSI  benefits.  | 

On  the  one  hand,  Medicare  is  going  to  continue  as  a  Federal  pro-  j 

gram,  albeit  one  modified  rather  dramatically,  we  are  not  quite  I 

sure  how,  because  there  we  have  been  experiencing  the  same  in-  I 

crease  in  costs  at  a  rate  of  about  12  percent  a  year  for  the  past  dec-  I 

ade,  and  we  don't  know  quite  how  that  is  going  to  be  scored  out  i 

in  that  classification.  The  other  is  AFDC  and  SSI,  which  are  under  ! 

Medicaid.  | 

But,  if  you  go  on  over  to  page  994,  you  make  an  exception  with  ■ 

respect  to  AFDC  and  SSI  that  I  really  don't  understand,  which  I 

really  gets  at  the  issue  at  what  rate  are  regional  alliances  going  ! 

to  be  reimbursed  for  people  in  those  categories.  [ 

Ms.  Feder.  OK,  let  me — ^the  first,  I  just  wanted  to  make,  it  f 

wasn't  much  of  an  oversimplification  in  the  system.  I  just  want  to  | 

clarify  some  pieces  of  it.  I 
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It  is,  number  one,  when  we  look  at  per  capita  spending  in  the 
I  regional  alliances,  it  will  take  into  account  any  changes  needed  be- 
cause  of  a  guarantee  of  a  comprehensive  benefit  package  and  ad- 
j    just  for  getting  everybody  insured. 

The  second  piece,  the  clarification  that  I  need  to  add  is  that  you 
I  remember  that  this  is  not  fixing  premium  rates.  This  is  a  backup 
i  system.  So,  the  actual  premiums  will  be  based  on  the  bids  to  the 
j  alliance.  This  is  the  underlying  or  safety  net,  our  backup  budget 
i  system. 

\       Mr.  McMillan.  What  happens,  by  the  way,  if  they  don't  get  any 

bids  that  equal  or  are  below  the  target? 
!       Ms.  Feder.  Well,  there  is — I  think  that  that  goes  back  to  an  ear- 
I     lier  question  as  to  whether — I  believe  it  was  Mr.  Brown  who  was 
1     asking  me  whether  people  wouldn't  bid  or  wouldn't  participate.  It 

may  not  have  been  Mr.  Brown.  I  am  not  sure  who  it  was. 
!       We  believe  that  there  is  a  great  opportunity  here,  an  incentive 
j     in  the  marketplace  to  enroll  people,  that  there  is  tremendous  op- 
!    portunity  to  provide  care  more  efficiently,  and  so  we  have  little 

doubt  that  people  will  bid. 
'       Should  there  be  difficulties  we  do  have  a  technical  mechanism  for 

adjusting  those  premiums  downward. 
I  am  trying  to  be  quick  because  I  used  up  your  time  last  time, 
i       Mr.  McMillan.  Yes.  I  wanted  you  to  get  to  the  aspect  that  you 

all  tried. 
Ms.  Feder.  I  want  to,  too. 

You  asked  separately  about  the  Medicare  and  the  Medicaid.  Med- 
I  icare,  yes,  it  does  remain  a  separate  program  at  the  outset.  That 
is  why  it  is  distinguished  in  the  section  you  referred  to.  We  do 
have,  as  you  know,  a  specific  set  of  proposals  of  policy  adjustments 
to  Medicare  to  slow  the  rate  of  increase  in  that  program  focusing 
primarily  on  provider  payments  as  we  are  slowing  the  rate  of  in- 
crease in  cost  in  the  rest  of  the  system.  We  believe  that  comprehen- 
sive approach  is  critical,  so  we  have  the  specific  mechanisms. 

For  Medicaid — ^Medicaid  dollars  you  will  remember  are  being 
used  to  pay  the  premiums  for  the  cash  assistance  population, 
I     AFDC  or  SSI,  and  those  premiums  are  subject  to  the  same  con- 
straints as  the  rest  of  the  system.  So,  in  that  respect,  that  is  con- 
j     trolled  under  the  same  mechanism. 

i  Mr.  McMillan.  Are  we  then  picking  up  at  the  Federal  level  100 
percent  of  the  reimbursement  rate,  whereas  today  that  is  at  rough- 
ly 50  percent? 

Ms.  Feder.  What  we  are  doing  is  the  Medicaid,  the  premium 

that  will  be  paid  for  the  cash  assistance  population  is  based  on  cur- 
\  rent  per  capita  Medicaid  spending.  So  we  are  taking  that  as  it  is. 
i  And  then  we  come  back  to  the  alliance  mechanism. 
I  What  we  do  at  the  alliance  level  is  we  blend  that  per  capita  pay- 
1  ment  with  a  plan's  private  bid,  so  where  there  may  have  been 
I  underpayment  on  the  one  side,  there  is  overpayment  on  the  other, 
j    and  we  blend  that  together  in  determining  what  is  actually  paid 

out  to  a  health  plan. 
I       So,  we  are  not  raising  what  Medicaid  pays.  We  are  recognizing 

there  is  a  differential  in  the  system  and  blending  it  and  spreading 

it  across  all  premiums. 


Mr.  McMillan.  I  think  I  am  out  of  time.  But  I  would  like  to  ask  i 
you,  if  you  would,  to  provide  me  or  give  me  directions  to  how  I  can  I 
determine  how  disproportionate  share  payments  that  we  currently 
have  would  be  blended  into  that  system.  | 

Ms.  Feder.  Do  you  want  me  to  quickly  answer  or  

Mr.  McMillan.  Go  ahead.  | 
Ms.  Feder.  The  disproportionate  share  payments  are  removed  ' 
from  that  calculation.  The  disproportionate  share,  as  you  know,  is  | 
there  in  order  to  cover  in  large  part  the  cost  of  uncompensated  care  i 
of  those  who  are  not  insured.  Everybody  is  insured.  Consequently,  | 

we  don't  need  those  dollars  anymore.  A  portion  is  retained  for   i 

Mr.  McMillan.  So,  then  you  would  expect  a  State,  if  they  had 
justifiably  incurred  disproportionate  costs,  to  serve  a  section  of  the 
population  under  the  existing  law.  Under  the  proposed  plan,  they 
would  be  fully  reimbursed  for  that  care  and  therefore  not  entitled 
to  disproportionate  share  payments,  because  they  would  then  flow  i 
through  on  a  per  capita  basis  and  therefore  the  need  for  the  pro-  I 
gram  would  vanish.  I 
Ms.  Feder.  Well,  what  the  issue  is,  really  I  would  say  it  is  on  j 
the  provider  side.  The  hospital  is  going  to  get  paid  now  for  every-  i 
body  who  comes  in,  and  it  is  everybody  the  same  rate  in  the  plan  ; 
whether  it  is  a  Medicaid  beneficiary  or  someone  else.  So  they  are 
going  to  get  paid  the  same  rate.  Everybody  is  covered.  There  is  ' 
payment  for  everybody.  That  is  why  we  don't  need  that.  ! 

Mr.  McMillan.  I  think  that  is  an  ideal  way  to  handle  it.  How-  i 
ever,  we  both  know  that  a  lot  of  disproportionate  share  payments 
have  been  used  to  pay  for  things  that  don't  provide  services  to  the 
designated  population,  and  that  is  a  problem. 

Ms.  Feder.  And  it  is  an  issue  that  we  continue  to  explore  in 
terms  of  the  maintenance  of  effort,  which  is  a  separate  part  of  the 
obligation  of  States.  i 
Mr.  Waxman.  Thank  you,  Mr.  McMillan.  ! 
Mr.  Kreidler?  I 
Mr.  Kreidler.  Thank  you,  Mr.  Chairman.  | 
Dr.  Feder,  Mr.  Hastert — who  will  be  next  in  line  after  me,  per-  | 
haps  he  can  correct  me  if  I  am  not  raising  the  same  kind  of  ques-  j 
tions  that  he  is — ^but  he  raised  a  question  of  the  fairness  to  let 
large  employers  out  of  the  regional  alliances.  Washington  State,  as 
you  well  know,  has  already  enacted  a  plan  that  has  a  similar  opt- 
out. 

However,  it  is  a  little  bit  tighter.  Rather  than  5,000  employees  I 
nationwide,  it  has  7,000  in  State  in  order  to  opt  out.  So,  it  is  a  little  ! 
bit  tighter  than  the  President's  reform  plan. 

But  it  requires  those  large  firms  to  pay  the  same  community  j 
rated  premiums  if  they  opt  out  in  the  State  of  Washington  as  ev-  j 
eryone  else  that  is  in  the  alliance.  Wouldn't  that  spread  the  risk  i 
more  fairly  across  a  region,  like  the  Chicago  area,  as  Mr.  Hastert  j 
suggests,  as  opposed  to  what  you  have  in  the  plan  right  now,  which  | 
is,  I  believe,  a  1  percent  surcharge  if  you  opt  out? 

Ms.  Feder.  Yes,  there  are  alternative  mechanisms.  And  you  are 
quite  right,  we  are  relying  on  the  1  percent  assessment  to  assure  f 
a  communitywide  contribution.  That  is  an  alternative  approach  ! 
that  could  be  considered.  i 
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Relative  to  other  comments  that  have  been  made,  that  would  re- 
duce the  reward  to  those  very  large  firms  from  the  effective — po- 
tentially it  might,  would — ^well,  maybe  it  wouldn*t  reduce  it  for  the 
management.  It  wouldn't. 

Go  ahead,  Gary.  I  want  to  withdraw  that  remark. 

Mr.  Claxton.  I  think  the  issue  that  is  being  wrestled  with  there 
is  that  when  you  are  going  to  allow  large  corporations  to  operate 
their  own  alliances  and  they  are  going  to  be  multistate,  should  they 
be  able  to  operate  sort  of— how  should  they  be  able  to  set  their  pre- 
miums and  should  they  have  to,  if  there  are,  let's  say,  75  regional 
health  alliances,  would  they  have  to  have  75  different  community 
rates  if  they  are  nationwide,  or  can  they  pool  more  broadly?  I  think 
those  are  the  things  that  you  would  be  balancing  if  you  try  to  have 
the  same  community  rate  inside  and  outside  corporate  alliances. 

Mr.  Kreidler.  Well,  they  more  or  less  do  that  right  now  with  the 
worker's  compensation  program.  I  don't  know  why  it  is  that  much 
different. 

Mr.  Claxton.  It  is  true  in  workers  comp  they  are  subject  to  each 
State's  law  and  they,  obviously,  don't  like  that.  Again,  it  is  a  bal- 
ancing as  to  whether  or  not  a  corporate  alliance  who  sets  up  an — 
a  corporation  who  sets  up  an  alliance  can  operate  as  efficiently  as 
it  thinks  it  should  be  able  to.  And,  you  know,  you  have  a  valid 
point. 

And  there  is,  you  know,  disagreement  on  this  one  between  the 
various  sides.  We  tried  to  come  in  and  say,  yes,  there  will  be  cor- 
porate alliances.  They  are  only  the  largest  corporations  but  we  will 
give  them  some  freedom  to  operate  separate  from  State  laws,  as 
they  have  under  ERISA.  We  reduced  their  freedom  to  some  extent, 
but  not  completely. 

Mr.  Kreidler.  Would  there  be  a  desire  on  the  part  of  the  admin- 
istration to  see  it  move  to  a  tighter  definition  of  which  large  em- 
ployers can  opt  out,  and  then  perhaps  to  make  this  kind  of  a  shift 
to  regional  community  rating,  or  would  you  prefer  to  stay  with  the 
1  percent  and  see  how  that  works? 

Ms.  Feder.  Well,  Mr.  Kreidler,  I  believe  that  our  proposal  is  out 
there  establishing  the  balance  as  we  saw  it  best  achieved.  But  we 
are  happy  to  continue  to  work  with  you  as  you  continue  your  delib- 
erations. 

Mr.  Kreidler.  One  concern  that  some  large  employers  have  is 
that  they  do  a  very  good  job  of  encouraging  health  prevention 
through  their  various  programs  that  they  have.  I  am  curious. 

Do  you  see  them  still  finding  an  incentive  to  be  actively  involved 
in  making  sure  their  employees  live  healthy  life-styles  and  so 
forth?  Or  perhaps  they  haven't  been  that  active  in  that  particular 
role  as  they  might  think.  It  has  been  much  more  trying  to  prevent 
costs  by  essentially  making  sure  that  they  pay  for  only  their  own 
health  expenditures,  not  those  for  people  who  are  cost  shifting  over 
to  their  plans  and  so  forth. 

Ms.  Feder.  Well,  I  think  that  some  corporations,  some  busi- 
nesses have  made  what  are  valuable  contributions  in  terms  of  pro- 
moting health  of  their  employees.  It  is  our  view  that  they  would 
continue  to  have  that  incentive  even  if  in  the  regional  alliance,  be- 
cause they  benefit  from  having  healthy  employees  who  come  to 
work. 
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Health  costs  are  not  the  only  issue.  They  need  them  there  to  1 

work,  so  those  incentives  remain.  | 

Mr.  Kreidler.  Very  good.  Thank  you  very  much.  ' 

Thank  you,  Mr.  Chairman.  | 

Mr.  Waxman.  Thank  you,  Mr.  Kreidler.  ' 

Mr.  Hastert?  | 

Mr.  Hastert.  Thank  you,  Mr.  Chairman.  | 

First  of  all,  I  want  to  say  when  we  talk  about  disproportionate  | 

share  payments,  I  commend  you  for  what  you  are  doing.  There  is  , 

approximately  $90  billion  in  the  system  today.  I  know  in  the  State  j 

of  Illinois  we  are  pa3dng  about  $15,000  for  a  family  of  five  on  Med-  ! 

icaid,  average  cost.  When  they  get  health  care,  they  are  getting  it  j 
in  the  emergency  room,  instead  of  getting  primary  care. 

And  I  think  that  movement  to  take  a  lot  of  that  money,  not  all  | 

of  it  obviously,  take  a  good  portion  of  it  and  redistribute  it  in  a  j 

much  more  effective  way  is  something  that  has  to  be  done.  You  are  j 

not  the  only  person  that  does  it  in  your  health  plan.  Other  health  | 

plans  are  doing  that,  also.  I 

But  there  is  one  matter  I  want  to  clarify.  You  said  AFDC  pa- 
tients and  SSI  patients  are  purchasers  of  health  care  that  fall  into  j 
those  categories.  Does  the  health  alliance  pick  up  any  of  that  cost? 

Ms.  Feder.  No,  sir.  Essentially  the  premium — what  we  have  is  ! 
that  the  State  pays  in  using  the  State  and  Federal  dollars,  go 
into — are  paid  as  premiums  for  the  cash  assistance  recipient. 

Mr.  Hastert.  So,  there  is  actually  a  capitated  flow  of  money.  [ 

Ms.  Feder.  That  is  exactly  correct. 

Mr.  Hastert.  So,  every  family  or  individual,  however  they  would 

come  under  SSI — the  State,  or  the  Federal  Government  would  pay  , 

that  health  alliance  $1,800  approximately  per  person?  ' 

Ms.  Feder.  The  payment  for  the  AFDC  or  SSI  recipient  is  based  j 

on  the  per  capita  spending  for  that  population  in  the  State.  It  is  j 

not  tied  to  the  premium   | 

Mr.  Hastert.  So,  it  could  be  probably  a  higher  rate  then,  right,  i 

if  there  is  higher  spending  for  SSI  recipients?  j 

Ms.  Feder.  The  dollar  amount — if  there  is  higher  utilization  for  i 

that  population,  although  lower  payment  rates,  the  dollar  amount  I 

may  be  higher.  | 

Mr.  Hastert.  Do  you  know  exactly  what  that  amount  would  be?  | 

Ms.  Feder.  I  would  have  to  provide  that  for  you  afterwards,  be-  i 
cause  we  clearly  looked  at  that  when  we  were  putting  the  esti- 
mates together.  ; 

Mr.  Hastert.  That  is  one  of  the  areas  where  we  need  to  see  your 

assumptions.  i 

So,  you  also  talked  about  an  adjustment  to  premiums  if  health  ' 

alliances  and  individual  health  care  providers  were  over  the  caps;  ; 

is  that  correct?  | 

Ms.  Feder.  An  adjustment  to  premiums.  i 

Mr.  Hastert.  So  the  premium  that  a  company  would  pay,  7.9  | 

percent  by  an  employer  and  about  2  percent  by  the  employee,  [ 
would  be  reduced  down  if  they  were  paying  into  a  health  alliance? 

Ms.  Feder.  Let  me  clarify.  The  7.9  percent  

Mr.  Hastert.  That  is  why  I  am  asking  the  question.  ' 

Ms.  Feder.  OK.  The  7.9  percent  you  are  using  in  the — it  is  on  j 

average,  I  believe,  about  1.7  percent  for  individuals.  But  that  is  | 
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really — ^that  is  a  cap.  The  7,9  is  a  cap  on  employer  payments.  So, 
I  just  remember  as  you  think  about  it,  they  are  paying  the  premium 

but  no  more  than  7.9  percent  in  the  regional  alliance. 
I  If  there  are  adjustment,  downward  adjustments  to  the  premiums 
i  because  plans  have  exceeded  the  cap,  there  is  a — essentially  it  be- 
j  comes — is  a  rebate  a  fair  term?  Where  there  is  an  adjustment  to 
'  what  the  employers  and  individuals  in  an  alliance  will  pay  to  bring 
j  that  into  line. 

Mr.  Hastert.  So,  it  is  a  squeeze  on  the  health  care  providers 
I  then.  If  they  are  not  meeting  it,  they  are  going  to  be  penalized.  It 
j  is  a  hammer. 

Ms.  Feder.  It  means  that  essentially  the  plan  and  its  providers 
must  live  within  the  cap,  if  it  comes  to  that,  if  we  need  that,  or 
I  within  the  competitive  marketplace,  and  we  are  setting  up  a  sys- 
|l  tem  in  which  plans  and  providers  will  be  held  accountable.  But  we 
ij  believe  it  will  be  through  the  marketplace  and  that  the  cap  is  a 
Ij  backup  mechanism. 

j      Mr.  Hastert.  Already  there  is  a  lot  of  cross-subsidy  in  the  sys- 
I  tem,  and  in  your  plan — ^well,  first  of  all,  in  the  President's  budget, 
I  I  think  he  squeezes  out  about  $50  billion  in  Medicare  and  about 
!'  $7  or  $8  billion  in  Medicaid,  something  like  that.  And  then  also  I 
I  think  in  your  plan  you  squeeze  or  you  carve  out  another  $128  bil- 
lion in  Medicare  dollars  that  go  into  the  system.  Because  you  are 
saying  these  are  savings  and  we  are  going  to  squeeze  these  savings 
out. 

One  of  the  problems  in  my  district  that  I  have  seen  happen  time 
and  time  again  when  I  walk  through  the  hospitals  and  visit  people 
!  who  really  conscientiously  are  providing  good  care,  quality  care  to 
patients  of  all  economic  levels  and  stratas,  what  I  hear  is  that  the 
cross-subsidies  that  exist  in  those  institutions  today,  why  people  in 
insurance  companies  and  companies  that  pick  up  their  own  insur- 
ance costs,  and  individuals  have  that  have  the  ability  to  pay  their 
own  hospital  costs  are  paying  from  140  to  160  percent  of  the  actual 
cost  that  the  hospital  incurs  because  there  is  already  a  cross-sub- 
sidy. 

There  is  a  cross-subsidy  because  there  is  a  gap  in  Medicare  pay- 
ments from  the  Federal  Government.  There  is  a  gap  in  Medicaid 
payments  from  the  State.  You  know,  when  you  start  even  carving 
more  of  that  out,  my  concern  is — and  I  would  like  to  see  the  docu- 
mentation on  where  these  savings  come  from. 

I  remember  Mrs.  Clinton  sitting  where  you  are  sitting  and  the 
First  Lady  telling  us,  'Well,  there  is  a  hospital  in  Pennsylvania 
that  can  give  a  heart  surgery  for  $28,000,  another  that  gives  it  at 
$80,000." 

I  went  to  Pennsylvania.  Well,  there  were  some  extenuating  cir- 
j   cumstances  behind  some  of  those  operations  and  not  every — I  found 
out  not  every  cardiac  bypass  is  the  same  as  the  other,  and  those 
I    count  into  some  of  those  costs.  Maybe  there  was  extravagance  in 
j    one  hospital  and  not  in  another. 

I      But  when  you  start  to  squeeze  those  savings  out  of  the  system, 

I    looks  like  we  squeezed  a  lot  of  savings,  and  a  part  of  the  problem 

j    is  cross-subsidies  already  exist  because  you  can't  pay  for  quality 

j    care  this  way.  And  I  guess  the  cue  word  "quality"  is  something  that 

I    haunts  me  aJl  the  way  through. 

i 
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You  know,  I  went  to  Canada  and  looked  at  the  hospitals,  walked  j 
through  Toronto  General  Hospital  and  saw,  you  know,  10  or  15 
eople  in  a  ward  and  being  pushed  through,  and  20  percent  of  the 
eds  being  left  for  people  who  were  acutely  ill,  and  80  percent  of  \ 
the  beds  there  for  people  who  were  chronically  ill.  I  mean  that  was 
kind  of  a  unique  rationing  system  that  hospital  administrators  fig-  j 
ured  out.  ' 

I  was  in  Germany  and  saw  the  quality  of  the  hospitals  that  peo-  | 
pie  have  there  under  that  system.  I  have  been  in  Japan  and  | 
walked  through  the  wards.  It  is  something  that  most  Americans  I 
wouldn't  accept  today  as  quality  care.  And  I  guess  that  is  the  ghost  i 
or  the  haunt  or  the  phantom  that  tracks  us  all  the  way  through,  i 

When  you  start  squeezing  dollars  out  of  the  system  and  you  start  ' 
to  squeeze  down  the  amount  of  even  the  money  that  health  care  I 
providers  have  when  they  are  a  little  bit  over  the,  you  know,  this 
budget  that  you  hand  them,  where  is  the  quality  at?  , 

And  that  is  why  I  want  to  see  where  those  savings  are.  We  need  | 
to  have  those  numbers,  those  dollars.  I  mean  I  can  hear  a  story  | 
about  a  couple  hospitals  in  Pennsylvania,  but  give  us  the  facts  so  i 
we  know  what  you  are  talking  about.  That  is  frustrating.  | 

Ms.  Feder.  I  will  say  once  again,  Mr.  Hastert,  we  do  expect  to 
give  you  those.  But  let  me  address  the  specific  concerns  that  you 
raise.  j 

Number  one,  quality  is  critical  to  us.  We  have  got  to  not  only  i 
preserve  but  continue  to  promote  quality  in  our  health  care  system. 
When  you  talk  about  going  to  other  countries  and  looking  at  their 
health  care  systems,  they  are  spending — Canada  spends  what,  30  j 
to  40  percent  less  than  we  do  per  capita  on  health  care.  Germany  , 
and  Japan  are  at  roughly  half  our  per  capita  rates.  We  are  not  ! 
talking  about  cutting  spending  to  those  levels.  We  are  just  talking  | 
about  slowing  the  rate  of  increase  in  our  own  spending.  | 

So,  let  us  be  very  clear  that  we  are  continuing  to  preserve  and,  | 
in  fact,  are  putting  more  dollars  in  up  front  as  we  get  everybody  i 
covered  in  our  system. 

And  that  addresses  the  second  concern  that  you  raise  with  re- 
spect to  providers  and  reductions  in  the  rate  of  growth  in  Medicare 
spending.  The  very  major  difference  that  hospitals  in  this  Nation 
will  see  when  we  enact  universal  coverage  is  that  everybody  who 
comes  in  that  door  carries  payment  with  them,  and  at  the  same 
time  we  slow  rates  of  growth  for  those  who  are  currently  covered 
under  Medicare.  And,  again,  it  is  only  slowing  rates  of  growth.  | 

We  are  providing  them  payment  for  people  for  whom  they  do  not  | 
now  get  paid.  So  that  many  of  our  most  disadvantage  hospitals  are  ! 
likely  to  be  in  a  better  position  when  universal  coverage  is  in  place. 

Mr.  Waxman.  The  gentleman  from  Oregon,  Mr.  Wyden?  i 

Mr.  Wyden.  Thank  you  very  much.  | 

Dr.  Feder,  I  have  really  been  amazed  that  some  of  the  forces  of  | 
the  status  quo  are  attacking  the  administration's  point-of-service  | 
option,  and  I  and  others  really  fought  hard  for  this  and  I  think  you  | 
all  deserve  a  lot  of  credit  for  it.  -Ajid  it  seems  to  me  that  one  way 
to  really  nail  this  down  would  be  in  the  enrollment  listing  mate-  . 
rials  that  are  sent  out  by  the  alliances,  what  would  you  all  think  ! 
about  grouping  specifically  the  point-of-service,  you  know,  plans  so  | 
that  the  consumer  could  actually  compare  those  with  the  fee-for- 
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service  and  the  closed  networks?  Then  we  would  be  able  to  show 
everybody  all  across  this  country  that  consumers  were  really  being 
I  given  a  choice  in  an  understandable  way,  not  buried  in  some  little 
I  rider  there.  Is  that  something  we  could  work  with  you  all  on? 
j  Ms.  Feder.  I  think  absolutely,  Mr.  Wyden.  I  mean  our  interest 
j  is  in  providing  the  clearest  information  and  choice  to  consumers 
!  that  is  possible.  We  are  happy  to  work  with  you  on  that, 
j  Mr.  Wyden.  We  are  going  to  fight  this  rearguard  attack  on 
consumer  choice,  which  is  in  my  view  what  is  going  on  with  those 
I  that  are  going  after  the  point-of-service  option,  and  I  appreciate 
1    your  answer. 

j  The  second  question  I  had  is  in  the  battle  of  the  charts,  and  my 
good  friend  Tom  Bliley — don't  know  if  the  gentleman  is  here— has 
in  his  chart,  I  guess  it  is  being  given  out  today,  on  the  adjustment 
for  previous  excessive  rate  increases,  it  says  "The  hammer  will 
automatically  reduce  the  inflation  factor  in  the  next  2  succeeding 
years  for  all  plans  in  the  alliance."  My  understanding  is  that  mis- 
states the  administration's  position. 

Doesn't  the  administration  have  the  flexibility  to  go  after  just 
these  high  cost  kind  of  plans? 

.       Ms.  Feder.  That  is  correct.  Thank  you  for  the  correction,  Mr. 

I  Wyden. 

Mr.  Wyden.  Already.  Well,  I  appreciate  it.  I  am  very  fond  of  the 

fentleman  from  Virginia  and  I  think  there  is  no  msdice  here 
ut  

Ms.  Feder.  Oh.  Wait.  Excuse  me.  I  was  happily  agreeing  with 
you,  and  I  need  a  correction. 
I       Do  you  want  to  do  it,  Gary?  Gro  ahead. 
Mr.  Claxton.  This  was  a  

Ms.  Feder.  We  will  fight  over  the  microphone.  The  issue  here  is 
that  essentially,  and  I  would  have  to  double  check  the  language 
that  you  are  looking  at,  but  the  issue  is  that  when  plans  exceed 
the  target,  it  is  the  high  cost  plans  that  are  brought  down.  You  are 
quite  right,  and  that  is  what  I  was  agreeing  with. 

There  is  a  separate  issue — OK. 

Mr.  Wyden.  I  think  that  that  is  a  fair  statement.  I  just  want  the 
record  to  be  clear  that  in  the  administration's  proposal  there  is  the  ^ 
j    flexibility  to  go  after  these  high  cost  plans,  and  it  is  important  that 
I    the  record  show  it. 

i  Ms.  Feder.  It  is  an  automatic  mechanism.  It  goes  after  those 
plans. 

'  Mr.  Wyden.  Correct.  The  only  other  point  that  I  wanted  to  make 
on  this  round,  and  we  sort  of  pummeled  this  on  risk  selection  and 
risk  adjustment.  What  a  lot  of  us  are  concerned  about  is  that  risk 
selection  is  going  to  be  done  prospectively  by  tough  savvy  insurance 

I  companies.  You  are  going  to  have  the  Aetnas  and  the  Blues  and 
people  who  are  in  the  business  and  are  going  to  be  very  sophisti- 

I  cated. 

I  Then,  on  the  other  hand,  risk  adjustment  will,  in  effect,  be  done 
I  later  by  people  that  the  public  is  going  to  say,  Hey,  these  are  a 
j  bunch  of  bureaucrats  and  they  are  a  bunch  of  academicians,  and 
I  I  am  just  concerned  that  we  ought  to  do  some  more  work  on  that. 
Because  if  it  takes  us  awhile  to  try  with  risk  adjustment  to  undo 
some  of  the  problems  after  tough,  savvy  people  have  been  able  to 
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go  at  it  prospectively,  we  are  going  to  be  causing  ourselves  some 
grief  that  we  don't  want — ^you  don't  want,  we  don't  want,  as  we  try 
to  get  the  administration's  bill  passed.  • 

And  I  think  that  is  what  is  on  the  minds  of  those  of  us  who  talk 
about  this  risk  selection  and  risk  adjustment.  It  looks  like  there  is 
an  imbalance  of  power.  And,  if  people  in  my  district  say,  "Hey,  this  i 
is  Aetna  up  against  an  itty-bitty  academic  health  center,  they  are  I 
going  to  say  Aetna  is  going  to  run  away  with  this  thing  and  drive  i 
the  process." 

Ms.  Feder.  Mr.  Wyden,  your  concern  in  that  area  is  appropriate 
and  well  taken,  and  it  is  why,  although  we  believe  that  we  are  ad-  ! 
dressing,  as  we  indicated,  a  number  of  concerns  that  you  have  that 
we  also  need  a  substantial — need  to  think  about  it  very  carefully,  ' 
need  to  continue  to  invest  in  research  in  order  to  make  certain  that  | 
we  address  these  problems,  and  we  do  very  much  want  to  work  i 
with  you  on  that. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden.  | 

I  think  it  is  Mr.  Greenwood  next. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  I  would  like  to  turn  to  pages  231  and  232.  It  is  the 
section  with  regard  to  the  marketing  of  health  care  plans.  That  sec- 
tion appropriately  says  that  the  plans  are  prohibited  from  distrib- 
uting marketing  materials  that  contain  false  and  misleading  infor- 
mation. That  is  fine. 

It  calls  for  prior  approval  by  the  regional  alliance  of  any  market- 
ing materials  to  be  distributed  by  the  plan,  and  then  it  says  under 
the  section  "Entire  Market,"  "a  health  plan  offered  by  a  regional  al- 
liance may  not  distribute  marketing  materials  to  an  area  smaller 
than  the  entire  area  served  by  the  plan." 

In  this  age  of  electronic  advertising,  I  would  assume  that  the  . 
plans  will  want  very  much  to  compete  for  market  share  and  vol-  i 
ume.  I  understand  the  purpose  of  this  section  is  to  try  to  reduce  ; 
cherry-picking  and  so  forth.  But  it  would  seem  to  me  that  a  com- 
pany would  probably  rather  advertise  its  product  on  MTV  than,  ; 
say,  reruns  of  Lawrence  Welk.  i 

Ms.  Feder.  It  seems  likely.  ! 

Mr.  Greenwood.  Yes.  They  would  probably  rather  advertise  in  i 
Sports  Illustrated  than  in  Reader's  Digest.  Is  that  prohibited  by  ! 
that  section?  , 

Mr.  Claxton.  This  section  gives  the  alliances  some  discretion, 
obviously,  in  how  they  do  this.  The  goal — in  my  past  of  an  insur- 
ance regulator  we  made  HMO's  advertise  their  open  enrollment  I 
and  you  would  sometimes  have  negotiations  as  to  whether  or  not  ' 
they  are  going  to  put  it  in  this  newspaper  or  that  newspaper,  and 
so  I  am  not  sure  you  can  say  exactly  what  is  prohibited  or  not  pro- 
hibited. I 

But  our  tenor,  our  goal  here  is  to  assure  that  in  general  they 
don't  send  direct  marketing  just  to  the  affluent  areas  and  not  to 
the  poor  areas  or  that  they  don't  just  put  the  billboard  in  one  area 
and  not  others.  You  can't  do  this  perfectly,  but  you  can  set  a  goal 
and  try  and  do  it  as  well  as  you  can. 

Mr.  Greenwood.  I  understand  what  the  intentions  are,  and  we  i 
also  know  that  the  road  to  hell  is  paved  with  good  intentions.  And 
I  am  concerned  about,  if  I  am  a  health  plan  and  I  want — ^you  were 
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thinking,  I  think  the  framers  of  this  were  thinking  in  geographical 
terms  and  advertising  is  much  more  sophisticated  than  that  and 

I   they  know  how  to  target  markets  by  telephone  and  by  television 

I   and  radio  and  other  media. 

I  How  is  a  company  going — is  a  company  going  to  have  to  come  in 

II  to  the  alliance  every  time  it  plans  an  advertising  campaign  and  get 
1  approval  not  only  for  the  content  but  which  television  shows  they 
jl    advertise  on? 

Ms.  Feder.  Mr.  Greenwood,  it  is  clearly  not  our  intent  to  put  un- 
|!    acceptable  or  untenable  burdens  on  plans,  but  it  is  absolutely  our 

commitment  that  we  have  prevented  misleading  advertising  

Mr.  Greenwood.  No,  misleading  is  an  entirely  subject. 
Ms.  Feder.  Or  selecting.  Excuse  me.  Selecting. 
Mr.  Greenwood.  I  am  talking  about  targeting  a  message  to  an 
area  that  is  smaller — ^this  bill  says  that  you  can't  distribute  mar- 
keting materials — ^that  means  advertise — ^to  an  area  smaller  than 
the  entire  area  served  by  the  plan. 

Ms.  Feder.  It  gets  to  the  concerns  that  Mr.  Wyden  was  raising 
a  moment  ago.  That  there  remains  an  incentive  to  plans  to  be  se- 
lective. There  is  no  question  about  it.  And  what  we  are  looking  for 
is  the  most  effective  mechanism  for  minimizing  and  reducing  the 
'    capacity  of  plans  to  do  that  in  a  workable  way,  and  that  is  what 

we  believe  we  have  put  forward, 
j      Mr.  Greenwood.  Again,  I  understand  the  goal.  I  think  that  you 
I    are  going  to  have — I  envision  some  pretty  significant  First  Amend- 
j    ment  issues  here.  I  envision  a  whole  lot  of  red  tape  that  is  going 
I    to  get  in  the  way  of  health  plans'  marketing,  and  health  plans  are 
!    going  to  want  to  market.  They  are  going  to  want  to  be  able  to  brag 
about  their  customer  relations,  the  kind  of  service  that  they  pro- 
vide, in  order  to  attract  business.  There  is  less  and  less  that  they 
can  use  to  compete  on  in  the  system.  But  I  am  afraid  of  a  very 
chilling  effect  that  can  be  placed  on  the  health  plans  with  this  kind 
of  restriction  on  how  they  communicate  with  their  prospective  cli- 
ents. 

Ms.  Feder.  I  disagree  with  you.  I  think  that  essentially  to  brag 
about  their  customer  relations  they  will  have  every  opportunity  to 
do  that.  All  we  are  concerned  about  is  that  they  not  do  it  in  a  way 
!    that  brags  only  to  people  who  watch  MTV  as  opposed  to  Lawrence 
Welk. 

I      Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 
Mr.  Waxman.  Thank  you,  Mr.  Greenwood. 

We  are  pleased  to  have  Mr.  Sharp  with  us  and  I  wanted  to  recog- 
nize him,  if  he  wanted  to  pursue  any  questions. 

Mr.  Sharp.  Thank  you  very  much,  Mr.  Chairman. 

And  Dr.  Feder,  if  you  have  already  answered  this  we  can  save 
I  it  for  a  private  conversation,  because  I  don't  want  to  impose  on  my 
colleagues.  But  one  of  my  essential  concerns  is  how  we  assure  that 
1  this  monopolistic  alliance  remains  competent  and  effective  in  the 
j  job  that  it  does,  and  my  impression  is  that  if  Congressman  Cooper 
I  were  here  he  would  be  arguing  why  you  make  them  competitive  as 
I  well  by  having  multiple  possible  alliances  within  the  same  territory 
I    that  would  be  in  a  competitive  way. 

j  Can  you  address  that  question?  Because,  I  must  say,  this  issue 
I    comes  up  in  my  own  district  as  people  don't  really  have  a  very  good 
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understanding  yet,  but  some  of  them  are  beginning  the  sense  and 
fear  this  monopolistic  power  that  really  will  not  be,  which  may  ei- 
ther operate  incompetently  so  one  region  or  another  simply  is  not 
well  served  or  that  the  way  the  power  is  distributed  on  the  board  | 
will  somehow  exclude  certain  and  make  more  favorable  certain  hos- 
pitals vis-a-vis  other  hospitals.  j 

Ms.  Feder.  Well,  I  think  that  the  key  issue  here,  Mr.  Sharp,  is  ' 
that  alliances  are  responsible  to  the  communities  whom  they  rep-  j 
resent.  They  are  run  by  boards  of  consumers,  employers,  employees 
and  other  consumers.  The  objective,  the  whole  purpose  here  is  to  i 
serve  the  consumers,  and  they  are  expected  to  accept  all  the  pre-  ] 
miums,  all  the  plans  whom  the  State  certifies  as  participating  in  i 
their  alliance,  give  consumers  the  full  range  of  choice.  '; 

All  the  incentives  are  that  they  be  responsive  to  consumers,  and  | 
that  is  the  way  we  have  structured  it  and  we  believe  that  that  ac-  j 
countability  will  be  there.  ; 

Let  me  just  also  point  out  that  in  Mr.  Cooper's  bill  that  there  is  j 
a  single  alliance  in  an  area,  although  he  does  not  require  employ- 
ers to  participate.  So  there  are  some  differences  there. 

Mr.  Sharp.  Well,  I  take  that  there  would  be  other  possible  alii-  | 
ances  there,  therefore  one  might  compare  one  to  another  as  to  how 
one  is  effectively  working,  because  a  large  employer  may  be  an  alli- 
ance in  the  area  dealing  with  the  local  hospital  or  plan. 

Ms.  Feder.  But  there  is  not  a  choice  among   | 

Mr.  Sharp.  I  see.  Among  them,  period. 

Ms.  Feder.  Yes.  If  you  are  a  certain  size. 

Mr.  Sharp.  I  will  then  stop.  But  I  just  raise  this.  My  own  doubt  ' 
about  our  ability  to  make  it  as  responsive  and  accountable  as  you  \ 
say.  I  think  we  have  a  terrible  time  within  the  current  political 
representative  system  making  it  with  what  we  all  are  very  familiar 
with,  elections,  making  it  accountable  to  a  broad  base  of  people, 
and  so  I  have  even  greater  doubts  about  our  capacity  to  do  it  there, 
if  there  is  a  way  to  get  a  market  discipline  into  that  process.  Per-  , 
haps  there  is  not.  i 

Ms.  Feder.  I  think  that  accountability  is  a  very  critical  issue,  but  I 
I  am  not  sure  that  competition  in  this  respect  would  achieve  it.  I 
And  what  we  have  spent  a  great  deal  of  time  talking  about  today  I 
are  the  problems  in  fragmenting  the  marketplace  if  we  allow  that  | 
kind  of  competition  among  alliances.  j 

So,  I  am  not  sure  that  its  primary  purpose  or  an  end  result 
would  be  to  achieve  your  goals.  In  fact,  it  might  do  more  harm  than 
good  in  terms  of  the  ultimate  protection  of  consumers.  But  the  ac-  j 
countability  is  a  critical  issue. 

Mr.  Waxman.  Thank  you,  Mr.  Sharp. 

Dr.  Feder,  Mr.  Claxton,  thank  you  very  much  for  your  participa-  ; 
tion  at  this  hearing.  Obviously,  you  can  tell  that  this  particular  | 
subject  has  drawn  a  lot  of  interest  on  our  part.  So,  we  will  look  for-  i 
ward  to  visiting  with  you  further  on  this  matter. 

Ms.  Feder.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Our  first  panel  of  witnesses  today  includes  rep- 
resentatives from  different  types  of  health  plans  currently  operat- 
ing in  various  markets  around  the  country. 

Anna  Lore  is  the  Health  Plan  Manager  for  the  Kaiser  Founda- 
tion Health  Plan  of  North  Carolina. 
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Dr.  Neil  Schlackman  is  the  medical  director  of  U.S.  Healthcare 
in  Blue  Bell,  Pa. 

Elliot  Segal  is  the  President  of  the  National  Capital  Preferred 
Provider  Organization  in  Bethesda,  Md. 

Dr.  Dan  Fishbein  is  the  Vice  President  of  the  Group  Department 
of  New  York  Life,  and  he  is  testifying  today  on  behalf  of  the  Health 
Insurance  Association  of  America. 

Without  objection,  your  prepared  statements  will  be  included  in 
the  record  in  their  entirety.  What  we  would  like  to  ask  each  of  you 
to  do  is  to  limit  your  presentation  to  us  to  no  more  than  5  minutes. 

Ms.  Lore,  why  don't  we  start  with  you. 

STATEMENTS  OF  ANNA  M.  LORE,  HEALTH  PLAN  MANAGER,  ON 
BEHALF  OF  KAISER  PERMANENTE  CARE  PROGRAM;  NEH. 
SCHLACKMAN,  MEDICAL  DIRECTOR,  U.S.  HEALTHCARE,  INC.; 
ELLIOT  A.  SEGAL,  PRESIDENT,  NATIONAL  CAPITAL  PRE- 
FERRED PROVIDER  ORGANIZATION;  AND  DAN  FISHBEIN, 
VICE  PRESIDENT,  NEW  YORK  LIFE  INSURANCE  CO.,  ALSO  ON 
BEHALF  OF  HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA 

Ms.  Lore.  Thank  you,  and  it  is  still  good  morning,  Mr.  Waxman, 
and  other  members  of  the  committee.  I  am  Anna  Lore,  Health  Plan 
Manager  for  the  Kaiser  Foundation  Health  Plan  of  North  Carolina, 
and  I  am  here  today  representing  the  Kaiser  Permanente  Medical 
Care  Program. 

Kaiser  Permanente  is  a  prepaid  group  practice  program  that  pro- 
vides comprehensive  benefits  to  over  6V2  million  people  in  16 
States  and  here  in  the  District  of  Columbia.  We  welcome  the  oppor- 
tunity to  provide  our  views  on  the  impact  of  the  Health  Security 
Act  on  Kaiser  Permanente. 

There  are  a  number  of  very  positive  features  in  this  Act  which 
we  believe  would  contribute  significantly  to  the  health  and  finan- 
cial security  of  the  American  people  and  the  quality  and  efficiency 
of  the  Nation's  health  care  system. 

We  believe  Kaiser  Permanente  could  compete  effectively  in  a  re- 
formed health  system  with  these  features.  They  include  universal 
coverage,  choice  of  health  plan  by  employees  in  alliances,  alliances 
which  are  exclusive  rather  than  voluntary  or  competing,  the  re- 
quirement that  all  qualified  health  plans  be  offered  through  alli- 
ances, report  cards  to  measure  the  quality  of  care  and  service  pro- 
vided by  the  health  plans,  and  the  satisfaction  of  their  members, 
a  national  defined  comprehensive  benefit  package,  elimination  of 
medical  underwriting  and  preexisting  condition  limits,  community 
rating  within  regional  alliances,  and  equal  dollar  contribution  by 
employers. 

There  are  other  features  of  the  Act  which  cause  us  concern  and 
we  have  recommendations  to  remedy  them.  They  include  the  fol- 
lowing six  features: 

First,  point-of-service,  or  PCS.  The  administration  proposal,  as 
you  heard,  mandates  the  offering  of  a  PCS  option  by  each  HMO 
and  establishes  a  PCS  benefit  which  has  lower  cost  sharing  than 
the  high  cost  plan — ^the  high  cost  sharing  plan. 

This  benefit  design  is  absolutely  inconsistent  with  current  PCS 
products  and  the  purpose  of  PCS,  which  is  to  provide  a  transition 
into  the  basic  HMO  plan.  It  would  make  HMO's  substantial  indem- 
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nity  carriers,  increase  their  costs,  and  could  impair  their  ability  to  j 
be  offered.  The  POS  option  should  be  optional  and  the  POS  design 
should  include  cost  sharing  that  provides  an  incentive  to  use  HMO  . 
providers  and  that  is  higher  than  the  indemnity  option.  | 

Second,  essential  providers.  The  administration  proposal  would 
require  health  plans  to  have  what  is  in  effect  a  POS  or  any  willing  I 
provider  requirement  for  designated  community  providers  under 
the  basic  HMO  plan.  This  requirement  could  create  major  difficul-  I 
ties  for  our  organization  and  other  health  plans.  We  would  become  j 
indemnity  insurers  for  these  providers  and  would  have  no  ability  I 
to  oversee  their  cost  or  their  quality.  We  recognize  that  many  es-  i 
sential  providers  are  important  health  care  resources  and  that  the  ! 
world  under  health  care  reform  would  be  significantly  different  for 
these  providers.  I 

However,  this  requirement  does  not  provide  for  a  realistic  transi-  | 
tion.  There  should  be  a  genuine  transitional  provision  which  would  , 
include  incentives  for  health  plans  to  contract  with  essential  pro-  | 
viders  but  also  for  these  essential  providers  to  provide  high  quality,  , 
cost  effective  care.  We  have  created  a  work  group  to  study  this 
issue  and  will  provide  more  specific  recommendations  to  the  sub-  | 
committee. 

Third,  regional  alliances  and  the  single  open  enrollment  period. 
Most  alliances  will  be  new  organizations.  Their  proposed  size  can  i 
be  expected  to  result  in  major  difficulties  for  consumers  and  health  i 
plans  because  of  the  millions  of  transactions  which  must  occur  dur-  j 
ing  startup.  The  regional  alliances  should  be  limited  to  those  who  | 
need  large  group  purchasing  arrangements,  individuals  and  groups  j 
of  up  to  200  employees.  And  because  the  single  open  enrollment  pe-  , 
riod  will  be  difficult  because  of  the  major  enrollment  shifts  that  i 
may  occur,  open  enrollment  should  be  staggered  on  a  monthly  I 
basis.  I 

Fourth,  premium  caps.  There  is  a  significant  possibility  that  j 
many  health  plans,  including  a  number  of  Kaiser  Permanente  re-  i 
gions,  will  be  unable  to  keep  their  premiums  below  the  required  | 
caps.  This  could  occur  because  the  phase-in  period  is  too  short  and  j 
the  CPI  target  could  be  unattainable.  I 

The  pressure  of  new  technologies  will  continue  and  newly  cov-  j 
ered  members  may  have  pent  up  unmet  service  needs.  Kaiser  | 
Permanente  may  have  to  reduce  its  capital  generation  for  growth  i 
and  limit  our  investments  in  outcomes  research,  guidelines  devel- 
opment and  information  systems.  This  would  handicap  our  cost  , 
containment  efforts.  j 

Premium  caps  should  not  apply  in  areas  where  well-developed  | 
health  plans  are  ready  to  compete  on  the  basis  of  cost  and  quality.  [ 
At  most  there  should  be  targets  and  backup  authority.  Targets  or  i 
caps  should  start  with  the  existing  relationship  between  health  | 
care  increases  and  the  CPI,  be  phased  in  over  at  least  5  years,  and 
has  as  a  target  CPI  plus  an  amount  for  demographics  and  tech- 
nology. Also,  an  effective  technology  assessment  program  should  be 
developed  at  the  national  level  to  both — directed  to  both  current 
and  new  technology. 

Would  you  like  me  to  go  ahead  and  cut  it  short,  then? 

There  are  other  positive  provisions  in  this  Act  and  others  that 
raise  concerns. 
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Mr.  Waxman.  Let  me  suggest — I  would  like  you  to  conclude.  We 
will  have  this  complete  statement  in  the  record. 

Ms.  Lore.  Thank  you  very  much.  I  thank  you  and  I  would  be 
pleased  to  answer  any  questions  you  have. 

Mr.  Waxman.  Thank  you  for  your  testimony. 

[Testimony  resumes  on  p.  523.] 

[The  prepared  statement  of  Ms.  Lore  follows:] 
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TESTIMONY  OF  KAISER  FOUNDATION  HEALTH  PLAN,  INC. 

Before  the  Subcommittee  on  Health  and  the  Environment 
House  Energy  and  Commerce  Committee 

December  9,  1993 


I .  INTRODUCTION 

Mr.  Chairman  and  Members  of  the  Subcommittee.     I  am  Anna 
Lore,  Health  Plan  Manager  for  Kaiser  Foundation  Health  Plan  of 
North  Carolina.     I  am  representing  the  Kaiser  Permanente  Medical 
Care  Program  ("Kaiser  Permanente") .  Kaiser  Permanente  is  a 
prepaid  group  practice  program  which  serves  over  6 . 5  million 
voluntarily  enrolled  members  in  sixteen  states  (California, 
Oregon,  Washington,  Hawaii,  Colorado,  Ohio,  Texas,  Maryland, 
Virginia,  Connecticut,  New  York,  Massachusetts,  North  Carolina, 
Georgia,  Kansas,  and  Missouri)  and  the  District  of  Columbia.  It 
is  the  largest  private  health  care  program  in  the  United  States 
with  over  90,000  en^loyees  and  over  9,000  full-time  equivalent 
contracting  physiciauis. 

Kaiser  Permanente  provides  services  in  12  operating 
Regions .     In  each  Region,  Kaiser  Permauiente  is  conducted  by  three 
separate  organizations:     Kaiser  Foundation  Health  Plan,   Inc.,  or 
one  of  its  subsidiary  Health  Plcuis,  each  of  which  is  a  federally 
qualified  health  maintensuice  organization  ("HMO");  Kaiser 
Foundation  Hospitals  ("Hospitals");  and  one  of  12  Permanente 
Medical  Groups   ("Medical  Groups"),  each  of  which  is  an 
independent  multi-specialty  group  of  physicians. 

Kaiser  Permanente  accepts  the  responsibility  of  organizing 
and  providing  health  care  on  a  prepaid  group  practice  basis. 
People  who  enroll  in  Kaiser  Permanente  receive  a  full  range  of 
prepaid  health  care  services. 

We  welcome  the  opportunity  to  describe  how  Kaiser 
Permanente  would  be  affected  if  the  Administration's  health 
reform  bill,  the  Health  Security  Act,  were  enacted.    We  have 
summarized  some  of  the  features  of  the  bill  which  we  believe 
would  have  a  positive  impact  and  some  of  those  features  that 
cause  us  concern.    We  support  the  positive  features  noted  and  we 
propose  modifications  to  the  features  that  raise  concerns. 

II.  POSITIVE  FEATURES  IN  THE  ADMINISTRATION'S  BILL 
^nivgy?^l  gQV^r^iqg 

Providing  universal  coverage  will  improve  the  health  of  38 
million  uninsured  Americans,  by  improving  their  access  to 
preventive  auid  other  necessary  health  care  services,  euid  will 
provide  finemcial  security  for  the  AmericeUi  people. 
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Universal  coverage  will  enable  many  persons  who  currently 
do  not  have  access  to  Kaiser  Permanente  to  enroll  in  our  Plan, 
and  will  promote  the  growth  of  cost-effective  Health  Plans  and 
the  more  efficient  use  of  health  care  resources.     It  will  reduce 
cost  shifting  and  will  thereby  contribute  to  a  more  equitable 
financing  system  and  more  equitable  competition  among  Health 
Plans . 

We  also  support  the  provisions  in  the  Health  Security  Act 
which  recognize  the  capacity  limits  of  Health  Plans  that  organize 
and  deliver  health  care  services  and  permit  them  to  accommodate 
to  new  enrollment  on  a  planned,  sustainable  basis  that  enables 
them  to  maintain  appropriate  access  to  services . 

Employee  Choice  of  Health  Plan  through  Alliances 

The  Health  Security  Act  would  allow  individuals  within 
Alliances  to  choose  their  own  Health  Plan.     This  opportunity  for 
choice  is  highly  valued  by  most  Americans  and  we  support  it . 

Currently,  most  Americans  are  not  given  a  broad  choice  of 
Health  Plans.     Offering  one  or  a  limited  number  of  Health  Plans 
deprives  individuals  and  society  of  the  benefits  that  can  result 
from  competition  based  on  price  and  quality,  as  well  as  access  to 
different  delivery  system  arrangements.     Under  current  health 
benefits  arrangements  for  smaller  firms,  the  actuarial  problem  of 
splitting  small  groups  among  Health  Plans  results  in  a  choice  of 
Health  Plan  at  the  employer  level,  but  usually  no  choice  for 
individual  employees  and  their  families.     The  Health  Plan  chosen 
by  the  employer  must  be  acceptable  to  all  members  of  the  group 
and  the  absence  of  choice  at  the  individual  level  reduces  choice 
for  persons  who  may  wish  to  join  another  Health  Plan. 

Many  persons  who  are  members  of  small  groups  have  not  had 
an  opportunity  to  select  Kaiser  Permanente  because  of  this 
problem.     Pooling  small  businesses  into  Regional  Alliances  and 
providing  that  choice  of  Health  Plan  be  made  at  the  employee 
level  will  increase  the  availability  of  Kaiser  Permanente  and 
other  HMOs  to  employees  of  small  groups.     We  support  this 
important  feature  of  the  Administration  plan. 

Exclusive  Alliances 

The  Administration's  proposal  would  establish  one  Regional 
Alliance  for  each  geographic  area  through  which  health  benefits 
coverage  would  be  provided  for  all  firms  below  a  certain  size. 
While  we  have  concerns  noted  below  about  the  size  of  the  firms 
that  would  be  included  in  the  Alliances  and  about  some  Alliance 
responsibilities,  we  support  the  position  of  the  Administration 
that  Alliances  should  be  exclusive  for  some  segments  of  the 
market  and  there  should  be  one  Alliance  per  area.     We  do  not 
favor  voluntary  or  competing  Alliances  for  any  market  segment. 
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If  Allicuices  are  voluntary,  the  benefits  of  employee 
choice  of  Health  Plan  noted  above  will  not  accrue  to  the 
employees  of  small  businesses  that  cu:e  outside  of  the  Alliances. 
Many  employees  will  be  deprived  of  the  opportxinity  to  make  the 
selections  they  wish.     The  presence  of  a  market  outside  of  the 
Alliance  would  also  lead  to  selection  bias  against  the  Alliance 
and  its  eventual  failure.     Participating  in  markets  both  inside 
and  outside  of  Alliamces  would  be  administratively  burdensome  and 
it  would  be  more  difficult  to  effectively  monitor  and  establish 
risk  adjustment  mechanisms  for  multiple  markets. 

Competing  Alliances  within  a  geographic  area  would  add 
administrative  costs  and  complexity  to  market  monitoring  and  risk 
adjustment  functions.     Competition  should  occur  among  Health 
Plans  rather  than  Alliauices,  which  should  be  administrative 
entities . 

Offering  All  Qualified  Health  Plans  Through  Alliances 

We  support  the  position  that  all  Health  Plans  which  meet 
standards  of  quality,  accessibility  of  service  and  financial 
solvency  be  offered  by  an  Allicuice.     This  provides  the  broadest 
choice  of  plans  to  consumers.     It  also  is  essential  to  the 
viability  of  Health  Plams  with  estodjlished  delivery  systems  such 
as  group  and  staff  model  HMOs.     Allismces  will  constitute  a  large 
portion  of  the  market  in  an  area.      A  model  in  which  only  a 
limited  number  of  Health  Plauis  are  offered  in  any  given  year 
based  on  price,  would  place  the  Alliance  in  the  role  of  too 
powerful  a  purchaser  amd  would  lead  to  enormous  instcdaility  for 
Health  Plans  with  estcUolished  delivery  systems.     Group  and  staff 
model  HMOs  can  conpete  for  individual  enrollees  within  an 
Alliance  on  the  basis  of  price  and  quality.     They  cannot  operate 
under  a  system  in  which  they  can  be  excluded  from  participation 
in  an  Alliance  in  any  given  year  on  the  basis  of  price  suid  lose 
substantially  all  their  enrollment.     The  Health  Security  Act 
adheres  to  this  view;  except  that  allowing  exclusion  of  Health 
Plans  with  premiums  in  excess  of  20  percent  above  the  weighted 
average  premium  in  cui  Allisuice  is  inconsistent  with  it. 

"Report  Cards*  for  Health  Plains 

A  system  of  con^rable  performance  measures  for  Health 
Plans  is  an  importsmt  conqxjnent  of  the  Administration's  program. 
We  support  the  development  of  a  core  data  set  to  provide 
comparable  information  on  various  aspects  of  the  accessibility 
and  quality  of  care  provided  by  Health  Plauis  and  on  member 
satisfaction.     The  development  eind  use  of  this  data  is  necessary 
to  assure  that  Health  Plauis  con^te  on  the  basis  of  quality,  not 
just  price.     Purchasers  euid  consumers  must  have  access  to  a  core 
data  set  with  which  to  assess  Health  Pleui  perf ormeuice . 
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Kaiser  Permanente  has  been  among  the  leaders  within  the 
industry  in  working  to  develop  such  a  data  set  through  the 
National  Committee  on  Quality  Assurance  and  other  organizations. 
Our  major  internal  task  is  to  develop  the  systems  to  provide  the 
necessary  information.     We  are  making  progress  in  that  regard. 
We  believe  we  would  compete  effectively  in  a  world  in  which 
quality  is  documented  and  publicized. 

National  Defined  Comprehensive  Benefit  Package 

The  Health  Security  Act  would  provide  a  national  defined 
comprehensive  benefit  package  to  all  Americans.     Such  a  benefit 
package  would  provide  equity  for  the  public  and  protection  from 
economic  hardship  and  would  promote  effective  health  care 
treatment.     It  also  would  reduce  administrative  burdens  on  multi- 
state  purchasers  and  Health  Plans.     Comprehensive  benefits  are 
consistent  with  the  benefit  plans  offered  by  Kaiser  Permanente 
and  other  federally  qualified  HMOs. 

Most  health  benefits  coverage  sold  today,  other  than  by 
HMOs,   contains  significant  benefit  exclusions  and  cost  sharing 
obligations.     These  gaps  in  coverage  can  result  in  severe 
economic  hardship  and  barriers  to  access  to  health  care.  They 
also  can  result  in  more  costly  and  less  effective  treatment 
because  health  care  providers  and  patients  tend  to  seek  treatment 
that  is  covered  by  the  plan,  even  if  it  is  more  costly. 

A  single  defined  benefit  package  promotes  choice  and 
competition  among  Health  Plans  on  the  basis  of  price,  quality  of 
care  and  availability  of  service  which  is  desirable.     A  national 
benefit  package  provides  equity  for  the  public  and  important 
administrative  benefits  for  multi-state  businesses  and  Health 
Plans  which  face  a  variety  of  state  requirements. 

Elimination  of  Medical  Underwriting  and  Preexisting 
Condition  Limitations 

Health  benefits  should  be  available  to  all  regardless  of 
their  medical  condition,  age  or  occupation.  The  Health  Security 
Act  would  assure  this  by  eliminating  medical  underwriting  and 
preexisting  condition  limitations.  These  practices  have  the 
effect  of  limiting  health  benefits  coverage  and  placing  a  greater 
burden  on  those  who  are  sick,  or  at  highest  risk  of  illness.  They 
also  focus  the  efforts  of  Health  Plans  on  avoiding  the  enrollment 
of  higher  risk  individuals  rather  than  on  providing  cost- 
effective  coverage  to  all  types  of  people. 

Kaiser  Permanente  does  not  impose  preexisting  condition 
limitations  and  does  not  use  medical  underwriting  in  any  of  its 
group  coverages.     Elimination  of    preexisting  condition 
limitations  and  medical  underwriting  would  promote  competition 
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among  Health  Plams  based  on  price  and  quality  of  care  and  service 
rather  than  avoideince  o£  risk. 

Requirement  to  Communitv  Rate  Within  Alliances 

The  purpose  of  health  insurance  should  be  to  spread  the 
cost  of  coverage  broadly  so  that  people  do  not  bear  high  costs  at 
the  time  they  are  ill.     Community  rating  is  a  socially  desirable 
method  of  achieving  that  objective.     It  protects  persons  who  are 
at  higher  risk  of  illness  from  being  priced  out  of  the  market  for 
health  coverage.     Community  rating  also  is  more  simple  euid  less 
costly  to  administer  them  other  rating  systems  euid  it  is  more 
consistent  with  the  requirement  that  group  auid  staff  model  HMOs 
have  for  predicteUole  revenues.     Community  rating  encourages 
Health  Plans  to  con^te  on  the  basis  of  efficiency  eUid  quality 
rather  than  avoiding  or  predicting  risk.     Kaiser  Permsuiente  would 
welcome  a  return  to  community  rating.    We  support  the  requirement 
to  community  rate  within  the  Regional  Alliances. 

We  also  support  the  provisions  in  the  Health  Security  Act 
which  would  allow  Health  Plans  to  adjust  their  rates  when  offered 
to  Corporate  Allieuices  in  order  to  respond  to  the  rates  of  self- 
insured  plans.     This  is  consistent  with  the  adjusted  community 
rating  provisions  of  the  Federal  HMO  Act. 

Equyi;  P9i;»r  C<?nt:yil?yti(pRg  fc)y  gmploy^rg 

The  Health  Security  Act  recpiires  that  employer 
contributions  be  set  at  80  percent  of  the  weighted  average 
premium  of  Health  Plans  within  an  Allieuice  although  they  can 
exceed  this  amount.     We  support  the  concept  of  a  fixed  dollar 
contribution  which  will  be  cui  incentive  for  individuals  to  choose 
a  cost-effective  Health  Plaui.     Such  a  consumer  driven  system  will 
enhance  incentives  for  superior  Health  Plaui  perf ormauice . 

III.  CONCERNS 

Point  of  Service  Design 

If  the  point  of  service  (POS)  design  in  the  Health 
Security  Act  remains  as  we  iinderstamd  it.  Kaiser  Permanente  eUid 
other  HMOs  could  see  a  significamt  increase  in  the  portion  of 
their  covered  benefits  that  inrould  be  provided  on  a  fee-for- 
service,  indemnity  basis.     This  is  because  the  POS  design  in  the 
proposal  is  more  con^>rehensive  than  most,  if  not  all  such 
products  in  the  market  today.     It  does  not  contain  a  deductible. 
It  covers  all  services.     It  does  not  allow  any  cost  sharing  for 
some  services  and  it  vrould  have  coinsuramce  of  only  20%  unless 
the  National  Health  Board  increases  this  percentage.    HMOs  could 
not  apply  their  standards  for  quality  and  utilization  to  these 
services  euid  continuity  of  care  could  be  inpaired. 
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If  the  cost  sharing  is  not  increased,  the  POS  option  could 
be  more  attractive  than  the  high  cost  sharing  plans ,     Persons  who 
prefer  f ee-f or-service  indemnity  coverage  are  likely  to  select  a 
point -of -service  HMO  that  has  a  premium  lower  than  the  premiums 
of  the  high  cost  sharing  plans.     This  could  occur  even  though 
these  enrollees  do  not  intend  to  use  the  HMO's  providers.  These 
enrollees  would  be  expected  to  select  the  lowest  cost  plan. 

Kaiser  Permanente  strives  to  be  the  lowest  total  cost 
Health  Plan  in  its  service  areas  and  to  offer  superior  health 
care.     This  could  be  a  basis  for  Kaiser  Permanente  offering  a  POS 
option  with  a  low  premium.     However,  to  do  so  without  adequate 
incentives  for  members  to  use  our  services  would  result  in  our 
enrolling  large  numbers  of  members  who  join  solely  to  obtain  low 
cost  indemnity  benefits.     Because  Kaiser  Permanente  could  not 
effectively  apply  its  cost  and  quality  management  skills  to  these 
indemnity  benefits,  its  costs  could  soar.     This  could  potentially 
price  our  POS  option  out  of  the  market.     Furthermore,   it  could 
produce  a  premium  that  exceeds  the  premium  cap  which  would  force 
us  to  lower  our  price  and  lose  money  or  be  excluded  from  the 
Regional  Alliance.      (It  is  not  clear  whether  we  would  be  allowed 
to  remain  in  the  Regional  Alliance  with  our  traditional  HMO 
benefits  package.) 

In  order  to  protect  ourselves  against  this  scenario,  we 
would  probably  want  to  price  our  point  of  service  option  above 
the  indemnity  plans.     (We  might  not  be  successful  because  we 
would  not  know  in  advance  what  their  premiums  would  be.)     If  we 
were  successful,  we  would  have  protected  ourselves  against  being 
swamped  by  those  seeking  low  cost  indemnity  coverage,  but  many 
persons  would  not  elect  our  Plan  because  of  our  high  premium. 

The  objective  of  having  a  POS  option  is  to  provide  persons 
who  are  not  familiar  with  HMOs  the  opportunity  to  try  one  while 
having  the  security  of  coverage  if  they  wish  to  go  to  a  non-HMO 
provider.     Many  people  want  to  join  HMOs  under  these  terms  and 
will  eventually  choose  to  obtain  their  care  from  HMO  providers. 

Point  of  Service  Mandate 

The  requirement  to  offer  a  POS  option  would  compound  the 
problems  presented  by  the  benefit  design.     It  would  make  the 
guess  about  the  price  for  the  option  a  very  big  gamble  in  the 
first  year  of  operation.     Even  if  the  POS  plan  design  were 
appropriate.  Kaiser  Permanente  would  face  great  uncertainty  in 
setting  the  correct  price  and  managing  the  costs  of  the  option. 

RECOMMENDATIONS 

1.       Offering  a  POS  option  should  be  optional  for 
HMOs.     We  assume  that  many  HMOs  would  offer  such  an  option. 
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2.       I£  a  single  POS  design  is  desired,  it  should 
meet  the  following  criteria: 

a.  The  cost  sharing  for  out  of  plam  use  should 
be  high  enough  to  provide  an  incentive  for  members  to  use  plan 
providers . 

b.  The  cost  sharing  for  out  of  plan  use  should 
be  significantly  higher  than  the  cost  sharing  for  the  high  cost 
sharing  plsm  so  that  people  do  not  use  it  as  a  substitute  for  the 
high  cost  sharing  plan. 

c.  The  POS  cost  sharing  for  emergency  care  in 
the  Health  Security  Act  should  be  modified.     Emergency  services 
do  not  involve  discretionary  use  and  should  be  covered  under  the 
low  cost  sharing  benefit  schedule. 

Basic  HMO  Coverage 

The  provisions  of  the  Health  Security  Act  could  be 
construed  to  prohibit  HMOs  from  offering  their  basic  coverages 
without  a  POS  option  to  existing  and  prospective  members.  This 
would  significantly  increase  the  costs  of  approximately  40 
million  HMO  members  now  covered  by  basic  HMO  coverage  cuid  many 
others  who  would  wamt  to  join  HMOs  as  they  currently  operate. 

It  is  essential  that  Kaiser  Permanente  and  other  HMOs  be 
permitted  to  offer  basic  HMO  coverage.     To  do  otherwise  would 
eliminate  the  choice  that  offers  the  best  opportunity  for  quality 
and  cost  control  and  would  deprive  millions  of  HMO  members  of 
their  current  choices. 

1.      Clarify  the  benefit  and  POS  provisions  in  the 
Act  to  assure  that  HMOs  are  allowed  to  offer  a  basic  HMO  plan  and 
a  POS  option,  but  are  not  required  to  offer  either. 

Essential  Providers  Requirement 

This  requirement  constitutes,  in  effect,  either  a  POS 
benefit  for  providers  designated  in  the  legislation  or  by  the 
Secretary  or  an  "auiy  willing  provider"  requirement  for  these 
providers.     However,  unlike  the  POS  option,  the  only  cost  shauring 
that  would  be  allowed  vrould  be  the  copayments  under  the  low  cost 
sharing  schedule . 

This  requirement  could  create  major  difficulties  for  our 
organization  auid  other  Health  Plauis.    We  would  become  indemnity 
insurers  for  these  providers  and  would  have  no  ability  to  oversee 
their  quality  or  control  their  costs. 
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We  recognize  that  many  "essential  providers"  are  important 
health  care  resources  for  those  who  are  currently  uninsured  or 
have  inadequate  access.     We  also  recognize  that  the  world  as 
envisioned  by  the  Health  Security  Act  would  be  significantly 
different  for  these  providers.     However,  this  requirement  does 
not  provide  for  a  realistic  transition.     It  extends  the  status 
quo  for  five  years  and  then  either  drops  these  providers  or  a 
further  extension  will  be  provided. 

RECOMMENDATION 

1.      Amend  this  provision  to  provide  for  a  genuine 
transitional  provision  that  would  provide  incentives  for  Health 
Plans  to  contract  with  "essential  providers"  and  for  these 
providers  to  provide  high  quality,  cost  effective  care.     Such  a 
provision  would  need  to  be  flexible  to  account  for  the  different 
circumstances  of  "essential  providers"  and  Health  Plans  such  as 
group  practice  HMOs  and  their  communities. 

Kaiser  Permanent e  has  created  a  work  group  to  study 
this  issue  and  will  provide  more  specific  recommendations  to  the 
Subcommittee  next  year. 

Regional  Alliance  Size  and  Single  Open  Enrollment  Period 

Under  the  Health  Security  Act,  Regional  Alliances  would 
include  almost  all  persons  in  the  area  except  Medicare 
beneficiaries,   federal  employees  and  employees  of  some  large 
businesses.     Regional  Alliances  would  be  new  organizations,  and 
their  start  up  could  be  chaotic  because  of  the  large  number  of 
transactions  that  would  occur  as  millions  of  people  select  among 
dozens  of  Plans.     Information  needed  by  enrollees  may  be  delayed 
and  Health  Plans  may  not  know  who  their  members  are  in  a  timely 
manner  and  may  not  receive  payment  for  many  members  for  months. 

This  would  create  service  problems  for  members  and 
financial  problems  for  some  of  our  Regions.     There  could  be  even 
more  serious  problems  for  HMOs  that  are  thinly  capitalized.  A 
number  of  them  might  fail  and  Kaiser  Permanente  and  other  HMOs 
would  be  required  to  raise  their  prices  in  order  to  pay  the 
assessments  required  by  the  proposal.     (See  discussion  of 
guaranty  fund  below.) 

In  addition,  because  of  the  single  annual  open  enrollment 
period  with  many  people  newly  covered  and  many  newly  eligible  for 
all  Health  Plans  in  the  Health  Alliance,  there  could  be  large 
shifts  in  membership  that  we  could  not  forecast.     Some  HMOs  may 
have  significantly  higher  growth  than  forecast  while  others  could 
have  unforecasted  losses. 
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RECCTPffiNDATIONS 

1.  Limit  initial  enrollment  in  Regional  Alliances 
to  all  individuals  emd  all  groups  with  no  more  thsui  200 
employees.     This  is  the  segment  of  the  market  that  is  most  in 
need  of  large  group  purchasing  capability.    Alliances  of  this 
size  would  still  contain  enough  people  to  be  vieible  purchasing 
xmits  and  would  be  more  mauiageable. 

2 .  Establish  monthly  open  enrollment  procedures  so 
that  approximately  l/12th  of  the  population  covered  by  a  Regional 
Alliance  has  a  choice  of  Health  Plans  each  month. 

Premium  Caps 

There  is  a  significant  possibility  that  despite  their  best 
efforts,  most  Health  Plans,   including  a  number  of  Kaiser 
Permanente  Regions,  would  be  unable  to  keep  their  premiums  below 
the  cap  required  by  the  Regional  Alliances.     This  could  occur 
because  the  phase- in  period  to  lower  overall  spending  is  too 
short  and  the  CPI  increase  target  could  be  unattainable.  The 
cost  pressures  of  new  technologies  are  likely  to  continue 
unabated  because  the  technology  assessment  process  established 
under  the  proposal  is  unclear  and  is  likely  to  take  a 
considerable  time  to  get  started.     In  addition,   some  newly 
covered  members  can  be  expected  to  have  significant  service 
deficits  that  need  to  be  met  in  the  first  months  of  enrollment. 

Kaiser  Permanente  could  be  forced  to  significantly  reduce 
its  capital  generation  because  the  premiums  it  would  be  allowed 
to  charge  under  the  cap  could  provide  little  or  no  margin.  This 
would  signif iccmtly  reduce  capital  for  growth  and  we  would  have 
to  use  the  membership  capacity  limitation  provision  on  a  regular 
basis.     In  addition,  we  would  have  only  limited  amounts  to  invest 
in  outcomes  research,  guideline  development  and  information 
systems .     This  lower  investment  would  handicap  our  cost 
containment  efforts. 

RECOMMENDATIONS 

1.  Do  not  require  premium  caps  in  areas  with  well 
developed  Health  Plauis  that  are  ready  to  compete  based  on  cost 
and  quality.     At  the  most,  ests^Dlish  targets  and  backup  authority 
in  case  the  targets  are  not  met .     Premium  caps  may  be  appropriate 
in  areas  without  HMOs  emd  for  f ee-for-service  indemnity  plans. 

2.  If  there  are  targets  or  caps,  they  should  start 
with  the  existing  relationship  between  health  care  cost  increases 
and  the  CPI,  be  phased- in  over  at  least  a  five  year  period  and 
have  as  a  target  the  growth  in  the  CPI  plus  am  amount  for 
demographic  changes  and  for  reasonadole  growth  in  technology. 
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3.  If  there  are  to  be  premium  controls,  the  Health 
Security  Act  which  uses  a  cap  under  which  Health  Plans  may 
compete  on  the  basis  of  premium  costs  is  much  better  than 
imposing  percentage  increase  limits  on  each  Health  Plan  or 
attempting  to  regulate  Health  Plan  rates.     However,  Health  Plans 
whose  premiums  are  below  the  caps  should  not  be  required  to  lower 
their  premiums  in  order  to  help  meet  the  Regional  Alliance's 
goal.     This  would  unfairly  penalize  those  Plans  that  have  done 
the  best  job  of  containing  costs. 

4 .  Develop  an  effective  technology  assessment 
program  at  the  national  level  directed  at  current  and  new 
technology  and  do  not  impose  premium  caps  or  targets  that  do  not 
include  a  provision  for  increased  costs  because  of  new  technology 
until  the  program  is  fully  implemented. 

State  Flexibility  and  the  Single  Paver  Option 

Kaiser  Permanente  operates  in  16  states  and  the  District 
of  Columbia.     In  the  Northwest   (Oregon  and  Washington) ,  Kansas 
City  (Kansas  and  Missouri) ,  Mid-Atlantic  States   (the  District  of 
Columbia,  Maryland  and  Virginia) ,  and  the  Northeast  (Connecticut, 
Massachusetts  and  New  York)  our  operating  Regions  are  in  more 
than  one  state. 

Because  of  the  amount  of  flexibility  provided  the  states, 
these  Regions  may  be  required  to  meet  significantly  different 
standards  in  their  states.     They  would  participate  in  Regional 
Alliances  that  do  "not  cross  state  lines  and  have  different 
policies.     Some  Regions  may  be  under  managed  competition  in  one 
state  and  a  single  payer  option  in  another.     All  of  this  would 
greatly  increase  our  administrative  complexity  and  costs. 

RECOMMENDATIONS 

1.  Create  a  truly  national  reform  with  uniform 
national  standards  for  Health  Plans  and  Regional  and  Corporate 
Alliances . 

2.  Allow  Regional  Alliances  to  encompass  major 
metropolitan  areas  even  though  they  cross  state  lines  and  require 
states  with  such  areas  to  either  develop  an  interstate  Alliance 
or  agree  on  common  practices  for  interstate  metropolitan  areas. 

Single  Payer  Option  and  Group  Practice  HMOs 

The  proposal  could  result  in  members  of  Kaiser  Permanente 
and  other  group  and  staff  model  HMOs  losing  the  current  benefits 
of  their  membership.     It  provides  the  option  of  having  a  single 
payer  system  for  the  entire  state  or  for  a  Regional  Alliance. 
However,  there  is  no  requirement  that  group  and  staff  HMOs  be 
offered  and  paid  on  a  capitation  basis.     The  cost  savings  they 
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generate  would  accrue  to  the  state  and  not  their  members.  This 
was  the  case  with  Medicare  before  the  HMO  risk  contracting 
provision  was  enacted.     Today  over  one  million  Medicare 
beneficiaries  are  HMO  risk  contract  members  and  the  number  is 
growing . 

i 

RBgQMHKNDATIQN 

1.      The  single  payer  option  should  provide  that  all 
group  practice  and  staff  model  HMOs  would  be  offered  to  all 
individuals  in  the  state  or  Regional  Alliance  and  that  they  would 
be  paid  on  a  capitated  basis. 

HMOs  in  Corporate  Alliances 

Members  of  Corporate  Alliauices  should  have  the  opportunity 
to  join  HMOs.     The  proposal  requires  that  Corporate  Alliances 
offer  employees  three  plans,  but  only  a  f ee-for-service  plan  is 
required.     The  irony  is  that  .eit^loyees  of  smaller  groups  will 
have  a  wide  choice  of  plans  including  all  HMOs  in  an  area  while 
employees  of  large  groups  could  have  no  HMO  choices  at  all . 

RBCOMMKMDATION 

1 .      The  proposal  should  be  amended  to  require 
Corporate  Alliances  to  offer  at  least  one  group  or  staff  model 
HMO  and  one  IPA  or  network  model  HMO  if  they  are  available  in  the 
area. 

Guaranty  Funds 

As  indicated  sUtxsve,  there  is  a  strong  possibility  that  a 
number  of  Health  Plans  will  fail.     This  is  true  in  any 
competitive  environment,  but  as  indicated,  would  be  exacerbated 
by  the  large  amount  of  \incertainty  and  con^lexity  the  proposal 
will  introduce. 

The  proposal  protects  the  consumer  in  case  of  a  Health 
Plan's  failure  amd  inadaility  to  pay  claims.     However,   it  goes  too 
far.     It  would  also  protect  creditors  and  contracting  providers 
who  have  agreed  not  to  bill  the  member  if  they  are  not  paid  by 
the  Health  Plem.     This  would  result  in  higher  costs  than  are 
necessary  to  protect  the  member  amd  higher  assessments  against 
the  remaining  Health  Plans  which  would  be  passed  on  to  their 
members  in  higher  premiums. 

RBCOtiMKHDATIONS 

1.      HMOs  should  not  be  subject  to  the  proposed 
cfuaranty  funds. 


11 


521 


2.  HMOs  should  be  subject  to  substantial  capital, 
reserve  and  other  solvency  requirements  such  as  those  developed 
by  the  National  Association  of  Insurance  Commissioners. 

3 .  There  should  be  a  national  fund  to  protect 
members  of  HMOs  that  fail .     The  fund  should  not  include 
protection  for  creditors  or  contracting  providers  that  have 
agreed  not  to  bill  members  in  the  case  of  a  Health  Plan's 
insolvency.     It  should  only  pay  unsatisfied  claims  of  non- 
contracting  providers. 

Pricing  of  Outpatient  Prescription  Drugs 

The  Health  Security  Act  contains  several  provisions  that 
have  the  potential  of  severely  affecting  the  pricing  of 
outpatient  prescription  drugs  for  hospitals,   their  buying  groups, 
health  maintenance  organizations  and  other  prudent  purchasers. 

As  a  condition  of  participation  in  the  Medicare  program, 
pharmaceutical  manufacturers  would  be  required  to  pay  rebates  to 
the  government  for  each  unit  of  a  single  source  or  innovator 
multiple  source  drug  purchased  by  Medicare  beneficiaries  in  the 
amount  of  the  greater  of:    (1)   17%  of  the  average  manufacturer 
price   (AMP)   or   (2)   the  difference  between  the  AMP  and  the 
weighted  average  of  all  discounted  prices  offered  to  non-retail 
buyers . 

Like  the  Medicaid  rebate  law,  an  additional  rebate  would 
be  paid  on  a  drug-by-drug  basis  by  manufacturers  who  raise  their 
prices  faster  than  the  general  rate  of  inflation. 

The  existing  Medicaid  rebate  program  creates  incentives 
for  manufacturers  to  discontinue  or  modify  discounts  to  prudent 
purchasers  by  subjecting  all  Medicaid  sales  to  the  same  level  of 
discount  as  the  deepest  discount  a  manufacturer  offers.     Not  only 
is  the  Medicare  Part  B  outpatient  drug  market  roughly  three  times 
the  Medicaid  market,  but  the  weighted  average  formula  would 
encourage  manufacturers  to  reassess  all  their  discounts,  not  just 
their  deepest  discounts. 

The  Administration's  plan  provides  that  a  drug 
manufacturer  must  offer  the  same  price  to  each  wholesaler, 
retailer  or  group  of  wholesalers  or  retailers  purchasing  the 
prescription  drugs  on  substantially  the  same  terms  as  any  other 
purchaser.     The  terms  listed  in  the  bill  induce  "prompt  payment, 
cash  payment,  volume  purchase,   single-site  delivery,  the  use  of 
formularies  by  purchasers,  and  any  other  terms  effectively 
reducing  manufacturers  costs."     Clearly,  basing  discounts  solely 
on  different  trade  classes  would  be  unacceptable  under  the  plan. 
Earned  discounts  could  be  difficult  to  quantify  and  could  lead  to 
manufacturers  adopting  unitary  prices . 
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If  Health  Plems  are  to  keep  their  premiums  within  a  Health 
Alliance  budget.  Health  Plans  must  be  able  to  reduce  the  costs  of 
goods  and  services  used  by  Health  Plems.     Through  a  variety  of 
drug  cost  containment  tools.  Kaiser  Permanente  has  been 
successful  in  moderating  pharmaceutical  costs  and  reducing  Health 
Plan  member  drug  costs.     Kaiser  Permanente  believes  these  drug 
related  provisions  will  erode  the  Program's  ability  to  control 
drug  costs. 

RECOMMENDATIONS 

1.  Amend  the  proposed  Medicare  rebate  provision  to  be  a 
flat  percentage  of  manufacturers'  prices. 

2 .  Amend  the  provisions  relating  to  allowcdale  discounts 
to  authorized  additional  bases  for  discounts.    We  would  be 
pleased  to  work  with  the  Subcommittee  on  this  issue. 

Thank  you  for  the  opportunity  to  present  our  views.  We 
have  tried  to  discuss  the  key  provisions  of  the  proposal  as  they 
would  impact  on  Kaiser  Permanente.    There  are  other  positive 
provisions  and  other  provisions  that  raise  concerns.     We  will 
advise  the  Subcommittee  of  our  additional  concerns  and  specific 
proposals  for  resolving  them. 

The  President's  proposal  has  substantial  merit  and  we 
agree  with  its  overall  goals.    We  look  forward  to  working  with 
Congress,  this  Subcommittee  cuid  the  Administration  to  achieve 
meaningful  health  care  reform. 
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Mr.  Waxman.  Mr.  Schlackman?  There  is  a  button  on  the  base  of 
the  mike.  If  you  would  push  it  forward. 

STATEMENT  OF  NEIL  SCHLACKMAN 

Mr.  Schlackman.  Thank  you.  Good  after — I  can  say  good  after- 
noon, I  think,  now. 

You  have  my  prepared  statement  for  the  record.  I  would  like  to 
spend  the  5  minutes  on  the  ke3rword,  as  Mr.  Hastert  talked  about, 
"quality." 

I  am  a  pediatrician,  actually  a  pediatric  hematologist,  and  a  med- 
ical director  at  U.S.  Healthcare,  which  is  the  largest  direct  contract 
HMO  in  the  Northeastern  United  States,  with  approximately  1.7 
million  members  in  8  States,  with  approximately  5,200  primary 
care  physicians  and  19,000  specialists  and  contract. 

It  is  the  "Doc  on  the  block"  kind  of  issue.  It  is  not  a  big  building 
where  all  the  physicians  are  salaried,  but,  in  fact,  the  doctor  on  the 
corner  who  we  contract  with. 

U.S.  Healthcare  is  and  has  been  an  expert  in  the  quality  assur- 
ance/quality assessment  improvement  issue  for  the  last  20  years. 
We  applaud  and  believe  that  the  administration  is  correct  in  main- 
taining that  the  American  consumer  should  be  able  to  use  cost  and 
quality  to  make  choices. 

We  have  been  able  to  demonstrate  and  have  publicized  our  re- 
sults in  terms  of  quality  improvement  in  terms  of  mammography 
with  just  about  the  highest  rate  of  mammography  in  eligible 
women  in  the  United  States,  increased  immunization  rates,  testing 
of  cholesterol,  access  and  satisfaction  issues.  In  fact,  just  recently 
we  published  our  information  for  the  public  according  to  a  set  of 
very  specific  data. 

We  believe  that  the  American  public  needs  that.  The  employer 
certainly  needs  it  now.  There  is  strong  support  for  this,  especially 
as  it  relates  to  quality,  in  the  Act  itself.  We  need  performance 
measurements,  and  we  need  a  way  to  measure  it.  We  need  stand- 
ardization, and  we  have  to  have  comparable  data  to  be  able  to 
make  those  choices. 

There  is  a  lot  of  information  in  the  literature  being  used  now  to 
measure  particular  aspects  of  quality.  One  can  measure  access,  can 
measure  appropriateness,  can  measure  technical  competence,  can 
measure  some  outcomes,  and  certainly  can  measure  satisfaction 
with  care.  If  one  is  going  to  value  the  health  care  that  one  gets  or 
wants  to  get,  one  needs  to  be  able  to  value  both  cost  and  quality. 

It  will  be  a  benefit  to  the  consumer,  certainly  to  the  patient,  and 
certainly  to  the  employer  who  is  now  paying  for  it. 

There  are  two  well-developed  measures  of  quality  of  health  plans 
now  in  existence,  and  my  basic  plea  and  concern  is  that  we  in  fact 
use  what  is  out  there  that  has  taken  a  great  deal  of  time  to  de- 
velop, and  use  that  as  part  of  the  measurement  of  quality  that  the 
Federal  mandate  should  in  fact  incorporate. 

I  speak  of  two  issues.  One  of  NCQA,  the  National  Committee  for 
Quality  Assurance,  which  accredits  health  care  plans.  It  accredits 
integrated  health  care  plans  such  as  HMO's.  It  looks  at  the  quality 
assurance  or  quality  improvement  process  within  them,  the  utiliza- 
tion management  programs,  the  members'  rights  and  responsibil- 
ities, preventive  health  services,  medical  records,  and  evaluates 
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them  as  compared  to  certain  very  deliberate  sophisticated  stand- 
ards. 

Recently  there  has  been  published  something  called  the  Health 
Plan  Employer  Data  and  Information  Set.  It  was  developed  by  em- 
ployers and  health  plans.  The  employers  wanted  to  know  what  they 
were  bujdng.  Your  company  that  you  spoke  of  would  like  to  know 
what  it  gets  for  the  cost  that  it  spends  for  those  10,000  people,  and 
there  has  not  been  until  recently  any  source  of  comparable  data. 

This  set  of  data  looks  at  quality  in  terms  of  preventive  health 
care  measures  such  as  childhood  immunizations  and  it  standard- 
izes how  one  is  to  report  that  in  a  very  formal  way.  It  looks  at  cho- 
lesterol measurements,  mammography,  PAP  tests — preventive  care 
that  we  know  makes  a  difference,  and  it  is  important  that  we 
measure  things  that  make  a  difference,  not  measure  things  that 
don't  change  health  care  delivery. 

It  looks  at  acute  care  in  terms  of  asthma  and  admissions  for 
asthma  to  see  what  a  plan  can  do  to  alter  the  delivery  of  health 
care  for  a  susceptible  population.  It  looks  at  prenatal  care  in  terms 
of  how  often  women  get  to  the  obstetrician  because  we  do  know 
that  that  makes  a  difference  in  terms  of  ultimately  the  size  and 
health  of  that  baby.  It  looks  at  mental  health  and  how  well  the  pa- 
tient who  is  discharged  from  the  hospital  gets  into  that  mental 
health  care  system  thereafter  and  isn't  lost. 

It  also  looks  at  access  to  care  and  satisfaction  with  that  care,  and 
membership  and  utilization  issues  and  financial  issues  in  terms  of 
financial  stability. 

There  is  no  need,  I  don't  think,  at  this  point  to  develop  new 
methods.  Those  can  be  incorporated  very  well  into  the  measures  of 
quality  that  we  all  want  in  order  to  be  able  to  have  a  consumer 
to  be  able  to  rate  the  plan  he  buys  or  she  buys.  The  Federal  Grov- 
emment  should,  I  think,  mandate  these  kinds  of  tools  since  it  ap- 
pears at  least  that  the  legislation  is  not  specific,  and  we  don't  want 
multiple  measures  used  by  the  Federal  Government  and  then  by 
States,  and  instead  of  comparability  we  will  get  a  tower  of  babble 
without  any  information  being  utilized  across  the  country. 

We  appreciate  the  time  and  I  would  be  glad  to  answer  any  ques- 
tions. 

Mr.  Waxman.  Thank  you  very  much. 

[Testimony  resumes  on  p.  538.] 

[The  prepared  statement  of  Mr.  Schlackman  follows:] 
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STATEMENT    OF    NEIL  SCHLACKMAN 


The  isms  being  used  in  today's  healtfi  care  dd>ate,  the  words  we  hear  everyday,  words 
like  quality,  cost  containment,  value,  outcomes  measurement,  utilization  review, 
rationing,efifectiveness,  these  are  not  new  words  to  U.S.  Healthcare. 

We've  been  grappling  with  the  challenge  of  providing  quality  at  reasonable  prices  for 
years.  We  recognize  that  there  is  an  increased  need  to  justify  what  and  how  medicine  is 
practiced  and  to  regard  those  who  do  it  "right,"  those  who  put  the  emphasis  on  prevention,  for 
example.  And  we  think  that  at  U.S.  Healthcare,  we've  been  doing  a  pretty  good  job  of  meeting 
that  need. 

Indeed,  we  feel  we're  ready  to  perform  weU  and  to  compete  effectively  in  a  reformed 
marketplace.  We  feel  we  can  succeed  as  long  as  the  playing  field  is  level  and  the  rules  are  fair. 

U.S.Healthcare  (USHQ,  founded  in  1976,  is  an  operator  of  health  maintenance 
organizations  which  currency  serves  almost  1.7  million  members  in  8  northeastern  states.  The 
company  contracts  with  over  S200  primary  care  physicians,  over  19,000  specialists  and  over  2S0 
ho^itals.  The  majority  of  the  popalaAon  served  live  in  urban  areas,  with  the  greatest 
concentration  in  the  greater  Philadelphia,  New  Jersey,  and  New  York  areas.  USHC  contracts 
for  care  with  primary  care  physidans  who  are  compensated  through  capitation  (i.e.  a  fixed 
payment  at  spcdRc  intervals  per  member  for  all  care  provided,  irreq>ective  of  die  number  of 
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services).  The  amount  of  capitation  is  dependent  upon  their  quality  assessment  rating  and  their 
ability  to  manage  the  cost  of  care  effectively. 

Indeed,  at  U.S.  Healthcare  doctors  earn  more  money  when  they  perform  in  a  superior 
fashion.  We've  changed  the  system  to  reward  certain  behavior  by  doctors  and  it's  working. 

In  1987  USHC  altered  its  payment  incentives  and  created  a  second  generation  payment 
mechanism  in  an  attempt  to  integrate  quality  of  care  and  service  as  well  as  appropriate  utilization 
into  the  compensation.  From  1987  through  1991  physicians  were  categorized  into  one  of  five 
categories  based  on  specific  measurements.' 

In  January  of  1992  we  changed  to  our  current,  third  generation  incentive  model  and 
significantiy  altered  our  Quality  Care  Compensation  System.  We  no  longer  categorize  offices. 
All  primary  care  offices  are  paid  the  same  base  capitation  determined  by  the  age  and  sex  of  the 
USHC  members  who  have  selected  the  office.  This  base  capitation  rate  is  then  adjusted  by  a 
quality  factor  made  up  of  three  components: 


-  Quality  review  component 


Comprehensive  care  component 


Schlackman  N.  Integrating  quality  assessment  and  physician  incentive  payment.  1989.  QRB;  15:234- 
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.  Utilization  component 

The  quality  review  and  comprehensive  care  components  comprise  82%  of  the  quality 
factor  and  the  utilization  component  18%.  Thus,  the  base  capitation  multiplied  by  the  quality 
£actor  is  added  to  the  base  capitation  and  results  in  the  actual  capitation  payment  for  an  office 
which  is  paid  on  the  first  and  the  fifteenth  of  each  month.  The  quality  factor  is  re-assessed  every 
six  months. 

An  important  quality  review  compon^it  is  memb^  surveys.  Det^tnining  consumer 
satisfaction  as  suggested  by  HR  3600  is  not  new  for  HMOs  like  U.S.  Healthcare.  We  survey 
almost  all  adult  members  and  a  subscriber-parent  of  children,  who  have  recently  visited  thdr 
primary  care  physicians,  each  year  to  collect  information  on  the  quality  of  service  in  an  office. 
In  1991  we  sent  out  ova-  almost  1,00,000  surveys  to  attmpt  to  involve  members  in  the 
evaluation  process.  Thoe  are  several  reasons  why  patient  participation  in  care  is  important.^ 
With  respect  to  access  and  to  the  patient-physician  relationship,  patients'  evaluations  of  the 
quality  of  care  they  recdve  are  die  most  practical  source  of  information.  Over  10  years  of 
empirical  research  has  produced  valid  and  rdiable  measures  of  patient  satisfaction  with  medical 


^  '  Nash  DB.  Goldfield  N.  Proving  QuaVty  Care.  American  CoU^  of  Phydcians.  1989;Cliapter  2: 
The  patient's  role  in  health  care  quality  assessment  pp  25-69 


-3- 


528 


Dr.  Neil  Schladman 
U.S.  Healthcare,  Inc. 

care  that  can  be  used  in  practice  settings.'  Patients'  assessments  of  care  have  been  shown  to 
affect  both  the  physician-patient  relationship  and  patients'  health  status.  There  is  evidence  that 
patients  want  an  expanded  role  in  their  medical  care  and  that  this  expanded  role  may  produce 
better  outcomes.  If  not  satisfied  or  not  allowed  to  participate  in  their  health  care,  patients  may 
turn  to  self-care,  which  may  be  hazardous. 

Patients  are  surveyed  regarding  physician  availability,  waiting  time,  office  personnel, 
ability  to  obtain  referrals,  personal  concern  of  the  physician,  whether  the  member  would 
recommend  the  office  to  their  friends  and  relatives,  and  so  forth.  Data  collected  from  each  office 
are  compared  with  data  from  all  physicians  in  our  system.  A  detailed  report  is  provided  to  each 
office  to  be  used  as  both  a  management  tool  to  improve  service  and  a  mechanism  to  compare 
and  value  offices.  Offices  that  perform  above  average  are  provided  increasing  additional 
percentages  of  the  base  capitation,  up  to  a  maximum  of  3.0%.  (For  those  that  perform  below 
average,  percentages  may  be  subtracted). 

Specialists 

It  is  equally  important  to  evaluate  the  performance  of  specialists.  The  need  to  evaluate 
the  technical  quality  of  care,  the  appropriateness,  and  the  patient's  and  primary  physician's 

'      Davies  DJ,  Ware  JE  Jr.  Involving  consumers  in  quality  of  care  assessment.  Health  Aff;  1988;7:34- 
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satisfaction  with  specialists*  care  is  no  less  important.  It  is  possible  to  rate  specialists  by 
evaluating  primary  physician  satisfoction  with  care  as  well  as  the  patient's  satisfaction.  Adopting 
consensus  guidelines  and  evaluating  conformance  with  those  guidelines  as  established  by 
specialty  societies,  N.I.H.,  etc.  is  the  basis  for  the  quality  improvement  process  with  specialists. 
Fifteen  specialty  QI  Committees  at  U.S.  Healthcare  aid  in  the  adoption  of  "guidelines"  and 
review  the  participating  specialists  ability  to  adh^  to  these.  For  example,  the  appropriate 
evaluation  of  abnormal  uterine  bleeding,  modeled  after  the  American  College  of  Obstetrics  and 
Gynecology  guidelines,  C-section  rates,  evaluation  of  a  breast  mass,  approach  to  gallbladder 
surgery  all  can  be  measured  and  rated. 

However,  the  infusion  of  new  technology  does  not  necessarily  promote  better  outcomes 
(e.g.  laparoscopic  appendectomies)  nor  total  cost  savings.  U.S.Healthcare  has  documented  an 
increase  in  laparoscopic  cholecystectomies,  and  an  increase  in  the  length  of  stay  for  open 
cholecystectomies,  and  an  increased  frequency  of  complications  with  the  introduction  of 
U4)aroscopic  cholecystectomy.  Witii  the  shift  from  open  to  laparoscopic  cholecystectomy  our 
total  costs  have  increased  ratiio'  than  decreased.  Thus,  in  this  instance,  the  presence  of  new 
technology  possibly  acquired  by  a  hoq>ital  may  not  have  the  desired  value  in  this  time  of  health 
care  reform. 
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Hospitals 

We  believe  through  hard  work,  innovation  and  the  diligence  taken  to  forge  meaningful 
relationships  with  hospitals,  we  have  brought  dramatic  changes  to  the  way  hospitals  approach 
care  and  the  cost  of  it.  Though  enormously  difficult  and  challenging  for  most  hospitals,  a  new 
way  of  thinking  often  inspired  by  U.S.  Healthcare  usually  produces  major  improvements  in  care 
and  restraints  on  costs.  The  development  of  contracted  networks  of  providers  has  altered  the 
traditional  "reasonable  and  customary  charges"  payment  schemes  to  include  strategies  which 
focus  on  the  reduction  in  the  unit  price  of  care  ("discounts  from  charges,"  and  "per  diem" 
rates),  and  strategies  which  transfer  part  of  the  financial  risk  for  care  to  the  hospital  ("per  case" 
rates  and  capitation).  Although  the  hospital  may  receive  less  revenue  per  patient  under  these 
contracting  schemes  than  it  would  under  charged-based  reimbursement,  this  need  not  imply  a 
net  decline  in  hospital  financial  condition.  Increasing  volume  delivered  to  a  hospital  and 
stimulating  the  reduction  of  the  cost  of  producing  a  specific  outcome  may  result  in  a  more 
optimal  financial  condition. 

It  is  readily  apparent  that  economically  meaningftil  partnerships  between  purchasers  and 
suppliers  are  required  to  create  the  environment  to  realize  continuous  quality  improvement.  A 
relationship  which  shares  the  gains  made  through  improved  hospital  performance  is  consistent 
with  both  the  spirit  and  the  operational  requirements  of  QI.  The  forgoing  suggests  a  process 
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which  involves  the  q)ecification  of  perfonnance  requirements  by  the  MCO,  and  incentive 
paymoits  to  the  hospital  in  direct  proportion  to  the  improvements  in  the  hospital's  performance. 

Fundamental   to   such    a   contracting    system    is   the   capacity    to  measure 
relevant  aspects  of  hospital  performance.  US  Quality  Algorithms,  Inc.  (USQA*),  a  subsidiary 
company  of  U.S. Healthcare,  Inc.,  has  developed  such  a  cq>acity  and  routinely  supplies 
measurement  services  to  its  parent  organization.  This  contracting  strategy  —  "Captainer"-- 
combines  base  payment  with  an  annual  performance-based  distribution.  The  base  payment, 
determined  by  the  actual  resources  utilized,  is  considered  payment  in  fiill  for  services 
rradered.  The  performance-based  distribution  is  made  up  of  components  which  are  designed 
to  reflect  the  major  areas  in  which  there  should  be  mutual  and  reinforcing  commitments  to 
quality  improvemrat: 

Service  aspects  of  care 

Clinical  aspects  of  care 

Structural  support  for  managed  care  operations. 

The  relationship  between  performance  and  compensation  is  negotiated  on  a  hospital- 
by-hospital  basis.  The  performance  targets,  the  development  of  a  schedule  towards  them,  and 
the  construction  of  a  compensaticm  schedule  that  translates  improvement  into  a  performance- 
based  distribution  are  all  individually  n^otiated  by  both  parties.  Reductions  in  complication 
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rates,  unnecessary  hospital  days,  and  inappropriately  high  C-section  rates  all  produce 
financial  benefit  to  the  MCO.  Improvements  in  patient  and  doctor  satisfaction  also  have 
benefit  to  the  MCO.  This  system  is  unique  since  a)  hospitals  do  not  compete  with  one 
another  for  portions  of  a  fixed  pool  of  dollars  (each  hospital's  distribution  depends  upon  its 
performance  only),  b)  a  wide  array  of  performances,  including  non-financial  ones,  determine 
the  size  of  the  distribution,  and  c)  the  interests  of  the  hospital  and  the  health  plan  are  so 
clearly  and  directly  linked. 

The  objective  of  this  methodology  is  to  stimulate  improvement  in  the  efficiency  and 
effectiveness  of  the  care  and  service  rendered  by  primary  physicians,  specialists,  and 
hospitals  that  participate  with  U.S. Healthcare.  Interestingly,  as  a  by-product  of  this  system, 
there  has  been  a  significant  demand  for  the  information  that  USQA  has  provided  during  the 
negotiations.  This  information  has  been  perceived  as  useful  to  the  hospital  managers  and 
medical  staff.  It  may  allow  internal  process  improvement  efforts  to  be  focused  on  those 
processes  that  enable  the  hospital  to  satisfy  the  needs  of  the  purchaser  more  appropriately. 
This  partnership  between  providers  and  payer  is  ideally  suited  to  the  process  of  continuous 
quality  improvement. 

Performance  Reports 

Section  505  of  HR  3600  requires  annual  performance  reports  of  each  health  plan 
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offered  in  an  alliance.  We  strongly  support  this  "report  card"  concept.  In  £act,  as  an  active 
participant  with  the  National  Committee  for  Quality  Assurance,  we  have  helped  to  develop 
the  first  comprehoisive  s^  of  measures  tfiat  will  be  used  to  evaluate  and  eventually  compare 
the  performance  of  health  plans. 

The  National  Committee  for  Quality  Assurance  (NCQA)  is  an  indq)endent,  nonprofit 
institution  that  reviews  and  accredits  health  maintenance  and  managed  care  organizations. 
Governed  by  a  Board  of  Directors  of  managed  care  ocecutives,  purchasers,  indqiendmt 
quality  experts,  and  union  and  consumer  representatives,  NCQA  is  the  leading  external 
review  organization  for  the  managed  care  industry. 

Established  in  1979,  NCQA  has  developed  a  unique  accreditati(m  program  in  response 
to  increased  demand  for  information  on  the  quality  of  managed  care  systems.  It  is 
committed  to  the  twin  goals  of  improving  managed  care  organizations'  quality  of  care  and 
service  and  providing  information  on  quality  to  purchasers  of  managed  care  systems. 

NCQA  has  spearheaded  the  development  and  on  November  22,  1993,  NCQA  released 
the  final  v^on  of  HEDIS  2.0  (Health  Emidoyer  Data  and  Information  Set),  a 
comprehmsive  set  of  measures  that  will  be  used  to  evaluate  and  eventually  compare  the 
performance  of  health  plans. 
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The  release  of  the  final  HEDIS  2.0  has  generated  widespread  support.  Over  20 
employers  have  indicated  that  they  intend  to  require  HBDIS  reporting  of  their  plans,  and  the 
following  associations  have  announced  their  endorsement  of  HEDIS  2.0:  American  Care  and 
Review  Association,  Group  Health  Association  of  America,  Managed  Health  Care 
Association,  and  the  Washington  Business  Group  on  Health. 

HEDIS  2.0,  first  released  in  draft  form  in  May  1993,  incorporates  the  comments  of 
over  80  organizations  in,  or  related  to,  the  health  care  industry.  It  will  enable  purchasers 
and  consumers  to  obtain  comprehensive,  standardized,  and  comparable  information  on  health 
plan  performance  for  the  first  time. 

HEDIS  2.0  breaks  significant  new  ground  in  enabling  health  plans  to  standardize  how 
they  specify,  calculate  and  report  information  ~  namely  quality  enrollee  satisfaction, 
utilization  and  financial  data,  all  standards  envisioned  in  HR  3600.  Using  HEDIS  2.0  health 
plans  will  be  able  to  collect  information  on  performance  measures  that  are  indicators  of 
quality  care  such  as  Pap  smears  and  pediatric  immunizations,  measures  of  quality  service 
satisfaction  such  as  disenrollment  rates,  as  well  as  over  55  other  performance  measures. 

U.S.  Healthcare  became  the  first  managed  care  organization  to  publish  a  quality 
report  card  based  on  HEDIS  2.0.  Data  collection  and  analysis  were  performed  by  U.S. 
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Quality  Algorithms  (USQA),  U.S.  Healdicaie*s  quality  measurement  subsidiary.  Use  of  die 
HEDIS  2.0  standard  assures  the  consumer  that  information  has  been  collected  and  rqmrted  in 
a  valid  manner.  This  standardized  comparative  data  will  jnovide  consumo^  with  the 
information  that  they  need  to  make  infcmned  dedaons. 

U.S.  Healthcare  used  1992  data  for  its  Pomsylvania  HMO  —  whidi  serves  aver 
600,000  members.  Key  results  woe  as  follows: 

•       Mammogn^hic  screening  in  women  over  a^  SO  has  been  diown  conclusively  to 

reduce  mortality  from  breast  cancer.  For  several  years,  U.S.  Healthcare  has  worked 
to  improve  mammogn^y  rates  duough  its  U.S.  IfealdicareCheck  program,  which 
includes  motivating  female  members  to  oomidete  risk  assessments,  and  induce  them  to 
obtain  mammography,  provide  automatic  referrals  to  mammognq>hy  centers,  and 
work-site  screening.  U.S.  Healthcaie-HMO/PA*s  1992  performance  for  the  HEDIS 
2.0  Mammography  Rate  Measure  was  74.2%.  The  U.S.  Department  of  Health  and 
Human  Services,  in  the  pubUcation  Hfftf%  Pwpte  2000;  NatiWKJ  Health  PTOfPPtiQn 
and  Disease  Prevention  Objectives,  sets  a  goal  for  the  year  2000  of  at  least  60%  of 
women  over  age  SO  to  receive  mammography  within  tiie  preceding  one  to  two  years. 
U.S.  Healthcare  has  already  exceeded  this  ambitious  goal. 
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•  U.S.  Healthcare-HMO/PA's  1992  results  for  the  HEDIS  2.0  Childhood  Immunization 
Rate  measure,  which  assesses  the  degree  to  which  two-year-olds  are  fully  immunized, 
exceeded  90%  for  three  of  the  four  individual  immunization  series.  Health  People 
2000  calls  for  basic  immunization  series  rates  of  90%  for  two-year-olds  by  the  year 
2000. 

•  U.S.  Healthcare-HMO/PA's  1992  HEDIS  2.0  Cholesterol  Screening  Rate  reached 
79.9%,  which  exceeds  the  Health  People  2000  goal  of  screening  75%  of  adults  for 
elevated  cholesterol  by  the  year  2000. 

We  attribute  our  high  pediatric  immunization  and  cholesterol  screening  scores  to  the 
success  of  U.S.  Healthcare's  Quality  Care  Compensation  System  (QCCS)  discussed  above, 
which  rewards  primary  care  physicians  with  added  compensation  for  delivering  high  quality 
care.  Immunization  and  cholesterol  screening  rates  are  among  the  QCCS  criteria. 

•  Another  section  of  the  quality  rqwrt  card  focuses  on  the  management  of  pati^ts  with 
chronic  conditions  such  as  asthma.  The  Asthma  Admission  Rate  measure  is  intended 
to  assess  outpatient  care  for  asthmatics  resulting  in  lower  rates  of  hospitalization. 
U.S.  Healthcare-HMO/PA's  1992  performance  shows  that  only  1.48  members  per 
thousand  were  hospitalized  for  asthma.  This  compares  favorably  with  the  Health 
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People  2000  goal  for  the  year  2000  of  reducing  ho^talizations  to  1.60  per  thousand 
per  year.  U.S.  Healdicare  recratly  instituted  a  special  program  to  assist  with  the 
managemmt  of  asthma  and  the  program  is  expected  to  result  in  further  reductions  in 
the  asthma  admission  rate. 

•       The  quality  rqwrt  card  also  includes  the  results  of  U.S.  Healthcare-HMO/PA's  1992 
member  satisfaction  survey.  The  responses  to  the  survey  question  concerning 
Members*  ratings  of  die  ovoall  medical  care  provided  by  their  primary  doctor 
showed  that  93.3%  of  members  rated  didr  ovoall  care  as  good  or  b^r. 

We  are  proud  of  die  results  shown  in  this  first  s^  of  "r^rt  cards".  Importantly,  the 
quality  rqwrt  card  released  by  U.S.  Healthcare  is  consistent  with  the  President's  proposed 
Health  Security  Act  which  sedcs  to  inoease  competition  and  meaningful  consumer  choice 
through  the  availability  of  valid  comparative  information  <m  die  poformance  of  health  plans. 
We  strongly  support  those  sections  of  the  proposed  legislation.  Clearly,  health  plans  such  as 
ours  are  prqnred  today  to  meet  ttiese  new  standards. 
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Mr.  Waxman.  Mr.  Segal? 

STATEMENT  OF  ELLIOT  A.  SEGAL 

Mr.  Segal.  As  always,  Mr.  Chairman,  it  is  a  pleasure  to  return 
to  the  Energy  and  Commerce  Committee. 

Obviously,  health  care  is  now  taking  center  stage,  and  many  be- 
lieve this  attention  is  long  overdue.  President  Clinton  through  re- 
lentless attention  has  elevated  the  problems  of  health  care  to  the 
consciousness  of  all  of  us.  Many  who  have  devoted  our  careers  to 
health  care  hope  that  this  opportunity  is  not  lost  on  all  of  you. 

The  problems  of  our  health  care  delivery  system,  of  course,  are 
not  new  to  you,  Mr.  Chairman,  nor  subcommittee.  Over  the  last 
decade  and  a  half,  you  and  Chairman  Dingell  among  others  have 
toiled  long  and  hard  to  bring  about  and  restrain  certain  kinds  of 
inefficiencies  and  bring  about  needed  changes  in  the  health  care 
delivery  system. 

If  you  would  allow  me  one  personal  indulgence  as  a  former  staff 
member  of  the  committee,  I  was  pleased  to  have  helped  full  com- 
mittee Chairman  Dingell  in  providing  revisions  to  his  health  insur- 
ance proposal  and  in  helping  you  to  draft  the  Waxman-Kennedy 
Health  Care  for  All  Americans  Act.  The  state  of  health  care  in  this 
country  would  certainly  be  a  lot  higher  today  if  either  of  those  pro- 
visions were  passed. 

The  topic  for  examination  today  is  the  health  plan  and  how  read- 
ily PPO's  such  as  National  Capitol  PPO  can  adapt  and  become  such 
a  plan.  The  easy  answer  is  it  depends.  The  form,  structure  and 
functions  of  the  plans  have  to  be  carefully  considered. 

Let  me  assure  you,  however,  that  NCPPO  will  do  all  it  possibly 
can  to  become  a  health  plan.  Increased  reserve  requirements,  ac- 
countability can  well  serve  the  public  interest.  We  are  not  worried 
about  who  the  alliance  structure  covers.  We  are  only  worried  what 
the  requirements  might  be  or  that  they  not  be  so  onerous  or  that 
it  be  so  capital  intensive  as  to  drive  us  out  of  business.  We  have 
faith,  however,  that  Congress  would  not  want  to  do  that. 

The  President's  principles  are  the  correct  ones.  In  ranking  these 
principles  it  is  my  opinion  that  universal  coverage  must  be  the  first 
tenet.  This  tenet  is  crucial  to  all  health  plans  and  to  managed  com- 
petition. Even  the  Jackson  Hole  advocates  say  this.  In  addition, 
medical  underwriting,  preexisting  conditions  and  job  status  must 
not  be  allowed  to  determine  insurability. 

PPO's  have  evolved  over  the  past  decade.  They  were  essentially 
invented  by  the  demands  of  the  public.  They  are  not  as  confining 
as  HMO's  in  allowing  selection  of  physicians  and  not  as 
unmanaged  as  indemnity  coverage.  I  remember  full  well  Congress- 
man Wyden  several  years  ago  became  an  expert  and  helped  pro- 
mote and  foster  the  development  of  PPO's.  I  must  say  long  before 
many  of  us  even  knew  that. 

The  key  points  I  would  like  to  make  for  your  consideration  are 
the  following:  PPO's  have  only  been  around  for  about  a  decade,  but 
there  are  now  close  to  90  million  Americans  who  belong  to  PPO's, 
in  contrast  to  about  45  million  in  HMO's.  PPO's  are  the  pivotal  en- 
tities to  serve  as  a  logical  transition  from  unmanaged  indemnity 
plans  to  high  structured,  more  cost  effective  but  very  confining 
HMO's. 
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It  is  important  to  note  that  a  majority  of  HMO*s  in  this  country 
are  IPA  models.  Most  physicians  who  participate  in  IPA  HMO's 
also  participate  in  PPO's.  These  physicians  are  the  key  to  reform 
and  they  need  to  be  provided  with  inducements  to  cooperate  with 
health  plans.  At  least  90  million  people  have  to  date  shown  that 
they  want  to  have  access  to  providers  and  other  practitioners  of 
choice.  It  should  be  noted  that  there  still  are  approximately  100 
million  other  Americans  who  are  not  yet  in  either  HMO*s  or  in 
PPO*s  or  in  a  program  that  we  would  call  a  significant  managed 
care  program. 

In  exploring  all  your  options,  I  would  suggest  that  the  committee 
keep  in  mind  and  try  to  balance  two  issues,  unnecessary  require- 
ments that  might  be  imposed  upon  future  plans  and  the  possibili- 
ties of  unintended  consequences.  In  the  interest  of  time,  I  would 
not  spend  much  time  on  the  issue  of  PPO's  other  than  to  just  say 
that  you  all  as  a  committee  explored  PPO  legislation  during  the 
mid-1980*s  and  at  that  point  were  correct  in  not  moving  ahead  with 
regulations  at  a  time  where  they  were  needed  to  grow  and  foster, 
and  I  commend  you  all  for  doing  that.  A  more  important  anecdote 
for  me  is  the  relatively  unnecessary  requirements  that  might  refer 
to  risk  taking. 

Can  I  have  a  minute? 

PPO's  have  traditionally  not  taken  risks,  but  the  most  important 
thing  that  comes  with  this  is  to  require  that  there  are  unintended 
consequences  if  too  many  Americans  remain  under-  or  uninsured. 
There  are  25  million  who  would  remain  uninsured  under  managed 
competition  plans  that  do  not  call  for  universal  coverage. 

If  this  happens,  there  will  be  an  important  distinction  between 
the  Clinton  proposal  and  the  managed  competition  proposal,  and 
that  is,  namely,  that  we  would  as  operating  PPO's  have  to  go  out 
of  our  way  to  preclude  or  to  select  against  those  physicians  and 
those  hospitals  who  try  most  to  provide  compassionate  care  to  peo- 
ple who  are  underinsured. 

With  that  I  am  available  as  well  for  questions. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Segal. 

[The  prepared  statement  of  Mr.  Segal  follows:] 


540 


TESTIMONY 
OF 

ELLIOT  A.  SEGAL 
As  always  it  is  a  pleasure  to  return  to  the  Energy  and  Commerce  Committee. 

Obviously  health  care  is  now  taking  center  stage  and  many  believe  this  attention  is 
long  overdue.  President  Clinton  through  relentless  attention  has  elevated  the 
problems  of  our  health  care  delivery  system  to  the  consciousness  of  all.  Many  of  us 
who  have  devoted  our  careers  to  health  care  hope  this  opportunity  is  not  lost. 

The  problems  of  our  health  care  delivery  system  are  not  new  to  you,  Mr.  Chairman, 
and  this  Subcommittee.  Certainly  during  the  past  decade  and  a  half,  you  and 
Chairman.  Dingell  have  toiled  to  improve  the  status  of  our  nation's  health,  to  restrain 
necessary  care  cutbacks,  and  to  make  the  system  more  cost  effective. 

Prior  to  that  you  and  other  members  of  the  Oversight  and  Investigations 
Subcommittee  played  a  major  role  in  identifying  substantial  areas  of  waste,  fraud  and 
abuse.  The  debate  today  depends  upon  creating  systemic  and  management 
improvements  to  eHminate  wasteful  practices  you  uncovered  in  order  to  pay  for 
needed  care  for  underserved  citizens.  Some  progress  has  been  made.  During  the 
mid-1970's  the  American  Hospital  Association  (AHA)  opposed  second  opinions  prior 
to  elective  surgery  and  the  AHA  opposed  uniform  reporting  and  accounting  practices. 
At  least  many  of  those  issues  are  behind  us. 

If  you  would  allow  me  a  personal  indulgence,  as  a  former  staff  member  of  this 
Committee,  I  was  pleased  to  have  helped  Full  Committee  Chairman  Dingell  in 
providing  revisions  to  his  Health  Insurance  proposals  and  to  have  helped  you  in 
drafting  the  Waxman-Kennedy  Health  Care  for  All  Americans.  The  state  of  health 
care  in  this  country  would  be  higher  today  if  either  of  these  bills  had  become  law;  but 
of  course  they  did  not. 
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Now  we  are  at  a  crucial  crossroads  with  the  first  major  chance  since  1974  to  remedy 
major  gaps  in  health  coverage.  President  Clinton  must  be  commended  for  the  package 
he  has  proposed.  Along  with  the  First  Lady,  and  a  large  cadre  of  experts,  both  in  and 
out  of  government,  they  developed  a  sophisticated  proposal  after  an  extraordinary 
amount  of  listening,  diagnosing  and  synthesizing  the  positives  and  negatives  of  our 
current  delivery  system.  This  reform  package  provides  distinct  opportunities  to  make 
lasting  changes  in  the  quality  of  health  care  for  the  citizens  in  this  country. 

The  topic  for  examination  today  is  the  Health  Plan  and  how  readily  PPOs  such  as 
National  Capital  PPO  can  adapt  and  become  such  a  Plan.  The  easy  answer  is  "it 
depends."  The  form,  structure,  and  functions  of  "Plans"  must  be  carefully  considered. 
No  matter  how  well  intentioned,  if  the  regulation  of  Health  Plans  is  too  confining  or 
doctrinaire  it  could  even  serve  to  undermine  positive  aspects  of  our  current  byzantine 
system.  One  must  put  "Plans"  as  well  as  the  National  Board  and  Health  Alliances  into 
an  appropriate  context. 

Let  me  assure  you  that  NCPPO  will  do  all  it  possibly  can  to  become  a  Health  Plan. 
Increased  reserve  requirements  and  accountability  can  well  serve  the  pubHc  interest. 
We  are  not  worried  about  whether  the  Alliance  structure  covers  employee  groups  as 
low  as  50  or  as  high  as  5000.  We  are  only  worried  that  the  requirements  might  be  so 
onerous  or  capital  intensive  as  to  drive  us  out  of  business.  We  have  faith  that 
Congress  would  not  want  to  do  that. 

The  President's  principles  are  the  correct  ones.  In  ranking  these  principles  it  is  my 
opinion  that  universal  coverage  must  be  the  first  tenet.  This  tenet  is  crucial  to  "Plans" 
and  managed  competition.  Even  the  Jackson  Hole  Advocates  say  this.  In  addition 
medical  underwriting,  pre-existing  conditions,  and  job  status  must  not  be  allowed  to 
continue  to  determine  insurability.  Limited  benefit  packages  and  unaffordable 
coverage  can  no  longer  be  tolerated.  The  pubHc  is  demanding  that  these  key 
principles  be  adopted  and  I  believe  that  Congress  will  show  the  wisdom  and 
imagination  to  meet  these  needs  of  the  people. 
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In  looking  at  existing  PPOs  or  even  HMOs  or  insurance  companies  and  imagining  how 
they  can  become  "Plans"  a  myriad  of  problems,  imponderables,  and  even  scary 
prospects  quickly  emerge.  Who  will  be  these  Alliances  that  will  determine  the  fate  of 
"Plans"?  Every  bad  experience  with  a  bureaucracy  -  be  it  an  insurer,  a  government 
entity,  or  some  computer  generated  mistake  -  suddenly  becomes  projected  onto  the 
Health  Alliances.  This  clearly  is  a  case  of  the  enemy  we  know  being  better  than  the 
enemy  we  do  not  know. 

I  can  read  through  the  President's  proposal  and  identify  many  unanswered  questions 
and  issues  that  need  to  be  resolved  in  a  reasonable  logical  way.  I  have  identified  as 
Appendix  A,  a  compilation  of  several  items  that  will  have  an  impact  relative  to  Health 
Plans.  Most  of  these  issues  will  require  that  PPOs  change  to  some  degree  to  comply 
with  hkely  standards. 

PPOs  have  evolved  over  the  past  decade.  They  were  essentially  invented  by  the 
demands  of  the  public.  They  are  not  as  confining  as  HMOs  (in  allowing  selection  of 
physicians)  and  not  as  uimianaged  as  indemnity  coverage.  There  exists  a  vast  spectrum 
of  PPOs  which  have  basically  emerged  in  local  markets  to  meet  local  needs.  Some 
focus  on  discounts,  others  offer  large  unmanaged  networks,  still  others  carefully  choose 
their  practitioners  and  manage  the  care  of  their  patients  as  well  as  the  better 
functioning  HMOs. 

The  key  points  I  would  like  to  make  for  your  consideration  are  the  following: 
PPOs  have  existed  for  only  about  a  decade  -  about  half  as  long  as  most  HMOs. 
There  are  now  probably  close  to  90  million  Americans  who  belong  to  PPOs  in  contrast 
to  about  45  million  in  HMOs.  PPOs  are  pivotal  entities  to  serve  as  a  logical  transition 
from  unmanaged  indemnity  plans  to  highly  structured  more  cost  effective  but  very 
confining  HMOs.  It  is  important  to  note  that  a  majority  of  HMOs  in  this  country  are 
IPA  models.  Most  primary  care  physicians  who  participate  in  IPA  HMOs  also 
participate  in  PPOs.  These  physicians  are  the  key  to  reform  and  they  need  to  be 
provided  with  inducements  to  cooperate  with  Health  Plans. 
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At  least  90  million  Americans  have  to  date  shown  that  they  want  to  continue  to  have 
access  to  physicians  and  other  practitioners  of  their  choice.  They  have  demonstrated 
a  willingness  to  on  occasion  -  by  their  choice  -  pay  additional  deductibles  and  co- 
payments  to  keep  their  practitioners.  They  do  this  by  participating  in  PPOs.  However, 
there  are  currently  an  estimated  additional  100  million  Americans  who  are  not  yet  in 
a  managed  care  environment  of  either  PPO  or  HMO.  Broad  efficiencies  and  very 
significant  cost  savings  can  accrue  from  having  these  individuals  move  into  managed 
plans  with  higher  quality  and  lower  costs  than  their  current  arrangement.  PPOs  that 
manage  care  are  the  most  logical  structures  to  absorb  a  large  majority  of  these 
unmanaged  health  care  recipients.  The  CHnton  proposal  recognizes  that  there  needs 
to  be  plans  like  PPOs.  Most  PPOs,  however,  appear  fearful  of  the  Health  Plan, 
Health  Alliance,  and  Health  Board  structure.  It  is  unclear  to  me  at  this  point  in  time 
whether  these  fears  are  real  or  unfounded. 

There  are  a  multitude  of  issues  that  will  impact  upon  "Plans"  and  on  who  will  become 
such  entities.  Again  many  of  the  tasks  and  responsibilities  of  "Plans"  will  depend  upon 
the  statutory  and  regulatory  results  of  the  legislative  process. 

In  exploring  options,  I  would  suggest  that  the  Committee  keep  in  mind  and  attempt 
to  balance  two  issues: 

a.  Unnecessary  requirements  imposed  upon  future  "Plans",  and 

b.  Possibilities  of  unintended  consequences. 

I  will  provide  anecdotes  for  each: 

Relative  to  imposing  unnecessary  requirements,  I  will  harken  back  to  legislation 
introduced  in  the  mid  1980's  to  establish  certain  standards  for  PPOs.  At  that 
time,  I  was  asked  to  testify  and  suggested  the  PPO  movement  was  in  its  infancy 
and  the  emerging  models  might  be  harmed  by  premature  standard  setting. 

Time  has  shown  that  this  Committee  was  correct  to  forego  early  legislation  and 
regulations.  Now  I  believe  that  certain  types  of  trends  have  emerged  that  will 
allow  standards  and  accountabilities  to  be  set.  There  are  a  large  number  of 
PPOs  that  have  taken  strong  steps  to  manage  networks  plus  monitor  and 
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manage  the  care  of  patients.  We  have  demonstrated  utilization  review  and 
patient  management  techniques  that  lower  costly  treatments  and  coordinate 
care.  We  also  rationalize  provider  payments,  and  are  in  the  early  stages  of 
attempting  to  track  patient  quality  outcomes.  We  even  attempt  to  curtail 
unbundling  and  other  financial  abusive  practices  that  were  examined  extensively 
over  the  years  by  this  Committee.  These  PPOs  should  be  fostered  and 
encouraged.  There  certainly  is  no  problem  in  calling  these  entities  Health 
Plans  as  long  as  PPOs  can  evolve  to  Health  Plans  without  being  destroyed  in 
the  transition. 

At  the  same  time  there  are  a  number  of  PPOs  who  essentially  do  nothing  more 
than  sell  their  discounts  to  purchasers  and  keep  a  portion  (often  20%  or  25%) 
of  the  savings.  It  is  not  clear  to  me  that  there  is  a  pubhc  interest  that  is  served 
by  this  practice. 

A  second  anecdote  relative  to  unnecessary  requirements  refers  to  risk  taking. 
PPOs  have  traditionally  not  taken  risk.  Many  are  hospital  sponsored,  where  the 
facility  serves  as  the  risk  taker.  Other  PPOs  are  in  effect  subcontractors  to 
insurers  of  self-funded  employers  or  Taft-Hartley  Trusts;  often  with  stop  loss 
or  minimum  premium  arrangements.  PPOs  are  just  beginning  to  create  new 
innovative  and  creative  risk  sharing  arrangements  that  package  physicians  and 
hospitals  together  in  risk  sharing  arrangements  that  encourage  effective  patient 
care.  Cookie  cutter  "Plans"  requirements  could  chill  such  emerging  programs. 
However,  Congress  must  deal  with  reserve  requirements.  My  suggestion  is  that 
you  review  the  HMO  requirements  of  states  such  as  Maryland. 

The  central  issue  that  the  Congress  must  focus  upon  is  that  of  universal  coverage. 
Without  universality  we  run  the  distinct  risk  of  an  unintended  consequence,  namely 
eliminating  our  most  caring  institutions  and  physicians  from  participating  in  managed 
competition. 

For  example,  if  25  million  Americans  remain  uninsured  or  under-insurered  under 
managed  competition  they  will  end  up  being  treated  by  the  most  compassionate  and 
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or  most  geographically  accessible  hospitals  and  practitioners.  There  is  no  doubt  in  my 
mind  that  in  an  intense  market  sensitive  mileau  Health  Plans  will  need  to  avoid  these 
providers  to  survive  competitively.  Hence  health  reform  without  universality  will 
distort  the  marketplace  and  unnecessarily  jeopardize  the  survivability  of  providers, 
particularly  hospitals. 

It  should  be  noted  that  the  Jackson  Hole  managed  competition  proponents  propose 
that  there  needs  to  be  universal  coverage  for,  managed  competition  to  work. 
Otherwise,  argues  Alain  Enthoven,  the  system  would  be  destroyed  by  "free  riders". 

I  would  be  very  surprised  if  anyone  using  the  California  PERS  system  as  the  model 
of  a  competitive  system  would  believe  that  program  could  function  appropriately  if 
State  employees  in  Sacramento,  San  Jose,  San  Diego  and  Stockton  were  uninsured. 

There  are  other  problems  that  should  be  identified  where  the  suggested  solutions  may 
bring  about  unintended  consequences.  For  example,  there  are  not  enough  primary 
care  practitioners  which  the  Clinton  plan  speaks  to.  This  shortage  is  particularly  acute 
in  underserved  inner  cities  and  rural  areas. 

This  problem  was  also  addressed  by  health  manpower  legislation  in  the  1960s.  Most 
medical  schools  then  accepted  the  additional  money  to  train  more  physicians.  In  spite 
of  this  push  for  more  primary  care  physicians,  we  have  ended  up  with  a  greater 
proportion  of  specialists  and  continuing  shortages  in  inner  cities  and  rural  areas. 

Another  approach  might  be  to  encourage  health  plans  and  health  training  facilities  to 
plan  for  more  efficient  delivery  systems  in  the  21st  century.  When  one  looks  at  the 
demographics,  the  new  interactive  computer  and  video  capabilities  applied  to 
medicine,  and  integrated  health  team  delivery  of  care;  "Plans"  of  the  future  in  central 
city  and  rural  areas  (as  well  as  all  areas)  could  well  be  better  off  with  nurse 
practitioners,  physician  assistants,  and  telecommunications  techniques  for  treating 
patients  rather  than  hoping  for  more  primary  care  physicians. 


6 


546 


The  last  primary  care  physician  training  initiative  demonstrated  that  most  medical 
students  did  not  want  to  become  primary  care  physicians  and  medical  schools  as 
structured  did  not  have  the  resolve  or  could  not  adapt  to  train  such  physicians. 

The  lack  of  primary  care  physicians  is  not  going  to  be  solved  in  the  short  run  in  any 
scenario.  The  solutions  of  this  provider  coverage  problem  should  at  least  consider 
technology  transfers  from  areas  such  as  the  defense  industry  particularly  systems 
integration  expertise. 

I  would  like  to  conclude  by  saying  that  most  people  in  the  health  care  industry  know 
that  change  is  inevitable  and  that  providing  Third  World  medicine  to  a  portion  of  our 
population  is  a  shame  that  Government  should  remedy.  The  vast  majority  of 
providers,  including  HMOs  and  PPOs  will  roll  with  the  punches  and  retool  over  time. 
Grumbling  and  dissent  will  be  minimized  if  the  reform  programs  are  fair  and  logical. 

As  a  footnote,  no  matter  what  happens  in  Congress  this  next  year,  health  care  delivery 
will  affect  everyone  including  you,  your  family,  and  your  staff.  On  that  note  let  me 
assure  you  that  National  Capital  PPO  intends  to  do  what  is  necessary  to  become  a 
Health  Plan  and  maintain  our  high  quality  network.  And  if  Congressman  Stark's 
provision  relating  to  Members  of  Congress  prevails,  I  hope  you  will  consider  joining 
NCPPO.  You  would  certainly  gain  first  hand  exposure  to  the  unique  geographic  and 
coverage  issues  that  face  the  District  and  other  multi-jurisdictional  cities. 

Thank  you  for  the  opportunity  to  testify  before  you.  I  am  happy  to  try  to  answer  any 
of  your  questions  or  assist  in  anyway  you  would  desire. 
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APPENDIX  A** 
Specific  Issues  of  Concern  for  PPOs  in  Becoming  a  Health  Plan 

1.  Health  Plans  must  contract 

a.  with  designated  providers 

b.  with  centers  of  excellence 

2.  Requirements  that  an  AlHance  establishes  a  fee  schedule  for  fee  for  service 
component  of  a  Health  Plan. 

3.  Determine  financial  incentives  to  get  Health  Plans  to  serve  disadvantaged 
groups. 

4.  Requirements  that  a  Health  Plan  must  provide  will  be  required  to  provided 
numerous  unspecified  standardized  information. 

5.  Health  Plans  must  verify  credentials  periodically. 

6.  Health  Plans  must  disclose  utilization  management  techniques,  protocols, 
performance  measures,  selection  criteria,  etc. 

7.  Health  Plans  must  limit  premiums  and  rate  of  increase  of  premiums. 

8.  Health  Plans  must  maintain  discrete  electronic  documentation  of  all  clinical 
encounters  with  health  providers. 

9.  Health  Plans  must  create  a  point  of  service  information  system  to  electronically 
move  clinical,  administrative,  and  payment  data. 

10.  Health  Plans  must  utilize  standard  forms  for  enrollment,  clinical  encounters, 
and  insurance  reimbursement. 

11.  Health  Plans  must  establish  alternative  dispute  resolution  systems  using  models 
developed  by  the  National  Health  Board. 

12.  Health  Plans  must  operate  within  anti-trust  safe  harbor  rules  for  negotiating 
prices. 

**  Depending  upon  how  rigorous  the  requirements  are,  these  issues  may  or  may  not 
be  restrictive. 
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Mr.  Waxman.  Dr.  Fishbein? 

STATEMENT  OF  DAN  FISHBEIN 

Mr.  Fishbein.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
appear  today.  I  am  Dr.  Dan  Fishbein,  a  Vice  President  at  New 
York  Life.  I  have  responsibility  for  managed  care  products,  includ- 
ing work  with  New  York  Lifers  HMO  and  PPO  networks  across  the 
country  as  well  as  our  more  traditional  fee-for-service  plans.  My 
testimony  is  offered  on  behalf  of  the  Health  Insurance  Association 
of  America. 

Mr.  Chairman,  the  HIAA  is  committed  to  working  with  the  ad- 
ministration and  the  Congress  to  achieve  comprehensive  health 
care  reform  that  will  provide  universal  coverage  at  affordable  costs. 
We  support  cradle-to-grave  coverage  for  all  Americans,  and  we  sup- 
port changes  in  the  rules  governing  the  insurance  industry  so  that 
such  coverage  can  be  assured. 

However,  we  do  have  concerns  about  some  features  of  H.R.  3600. 
I  will  focus  the  remainder  of  my  oral  remarks  on  the  impact  of 
health  alliances  and  accountable  health  plans  on  fee-for-service 
plans. 

We  have  one  overriding  concern  about  the  effect  of  the  alliances. 
Simply  put,  fee-for-service  plans  cannot  survive  in  a  mandatory 
health  alliance  structure.  The  health  alliance  structure  was  de- 
signed to  foster  competition  amongst  a  limited  number  of  HMO's. 
It  was  not  designed  to  allow  fee-for-service  plans  or  other  plans  of- 
fering meaningful  provider  choice  to  survive. 

We  recognize  that  H.R.  3600  purports  to  require  that  fee-for- 
service  plans  continue  to  be  available.  However,  two  features  of  the 
bill  would  combine  to  effectively  eliminate  fee-for-service  plans. 

First,  the  alliances  are  mandatory;  that  is,  all  Americans  except 
those  who  work  for  the  largest  employers  are  required  to  purchase 
their  health  coverage  from  an  alliance.  Second,  each  individual 
chooses  his  or  her  health  plan.  This  will  result  in  adverse  selection 
against  plans  with  the  greatest  choice  of  providers  and  put  those 
plans  into  what  is  called  a  death  spiral. 

The  death  spiral  of  plans  offering  the  greatest  provider  choice 
would  come  about  as  follows.  Under  the  health  alliance  structure, 
each  person  who  will  get  coverage  through  an  alliance  will  individ- 
ually determine  which  plan  to  enroll  in.  Plans  with  greater  choice 
of  provider  are  inherently  and  legitimately  more  costly  than  tight 
network  plans.  People  with  existing  health  conditions  and  others 
with  existing  relationships  with  doctors  will  on  average  be  less 
willing  to  choose  a  restricted  network  system  such  as  an  HMO.  In- 
stead they  will  be  willing  to  pay  a  somewhat  higher  premium  for 
a  fee-for-service  plan  or  PPO  plan  that  allows  them  to  have  access 
to  any  providers  they  choose. 

In  contrast,  healthier  people  with  no  or  only  one  significant  phy- 
sician relationship  are  more  likely  to  be  willing  to  select  a  lower 
cost,  more  restricted  network  plan.  Because  the  alliance  structure 
will  produce  the  systematic  anti-selection  that  I  just  described,  the 
plans  with  greater  provider  choice  will  attract  a  population  that 
will  require  more  health  care  services  than  the  population  in  HMO 
plans. 
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Plans  allowing  greater  choice  will  be  forced  to  increase  their  pre- 
miums when  allowed  in  order  to  remain  financially  viable.  As  a  re- 
sult, each  year  the  price  differential  between  HMO's  and  plans 
with  greater  provider  choice  will  increase  beyond  that  attributable 
to  the  structural  controls  imposed  by  network  plans. 

As  the  price  differential  increases  each  year,  some  of  the 
healthier  individuals  who  initially  enrolled  in  the  fee-for-service 
plans  will  then  decide  that  the  cost  is  too  high  and  they  will  switch 
to  a  more  restrictive  plan.  As  a  result,  the  fee-for-service  plan  will 
cover  an  even  higher  cost  population  on  average,  forcing  the  pre- 
miums for  that  coverage  to  be  increased  even  further  to  cover 
claims. 

The  pattern  will  repeat  itself  each  year.  Within  3  or  4  years, 
plans  offering  unrestricted  provider  choice  will  become 
unaffordable,  except  for  the  very  wealthy. 

Mr.  Chairman,  it  is  ironic  that  while  proponents  assert  that  the 
health  alliance  structure  will  provide  greater  choice  for  the  individ- 
ual as  a  result  of  this  death  spiral  consumers  will  actually  lose  ac- 
cess to  plans  which  allow  the  greatest  provider  choice.  I  suggest 
that  this  is  the  choice  that  most  Americans  really  want  to  preserve, 
the  ability  to  choose  their  health  care  provider  at  the  time  that 
medical  services  are  needed,  not  the  ability  to  choose  their  health 
plan  from  amongst  a  large  number  of  tightly  restricted  network 
plans  such  as  HMO's. 

Some  people  have  suggested  that  this  anti-selection  problem  can 
be  addressed  by  use  of  a  risk  adjustment  mechanism.  We  remain 
very  skeptical  that  any  risk  adjuster  can  be  effective  in  a  system 
in  which  every  individual  chooses  his  or  her  plan,  and  the  next 
panel  will  discuss  risk  adjustment  in  more  detail. 

We  suggest  that  an  appropriate  alternative  to  mandatory  health 
alliances  is  to  test  some  type  of  purchasing  cooperative  on  a  vol- 
untary basis,  under  a  voluntary  approach  which  is  premised  on  in- 
surance reforms  that  would  apply  to  all  plans,  employers  and  indi- 
viduals would  not  be  forced  to  purchase  coverage  through  an  alli- 
ance or  cooperative.  They  would  have  the  option  of  purchasing 
through  the  cooperative  or  obtaining  coverage  directly  from  a 
health  plan. 

However,  a  voluntary  alliance  system  will  allow  the  employer- 
based  market  to  survive  outside  the  health  alliance  structure.  In 
this  market  where  insurers  cover  groups  of  individuals  through 
their  employer,  the  spread  of  risk  is  sufficient  to  allow  fee-for-serv- 
ice and  other  free  choice  plans  to  survive. 

We  would  also  again  suggest  that  the  same  rules  apply  to  all 
plans  inside  and  outside  the  alliance. 

Thank  you. 

Mr.  Waxman.  Thank  you  very  much.  Dr.  Fishbein. 
[The  prepared  statement  of  Mr.  Fishbein  follows:] 
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Good  morning,  Mr.  Chairman  and  Members  of  the  Committee.  I  am  Dan  Fishbein, 
M.D.,  Vice  President.  Group  Department  of  New  York  Life  Insurance  Company.  I  am 
here  today  on  behalf  of  the  Health  Insurance  Association  of  America  which  represents 
approximately  270  commercial  insurers  covering  approximately  65  million  Americans. 
The  HIAA  again  welcomes  the  opportunity  to  provide  you  with  our  views  on  health  care 
reform. 

Mr.  Chairman,  we  commend  the  President  for  coming  forward  with  an  ambitious 
blueprint  for  reform  of  the  nation's  health  care  delivery  and  financing  system.  In 
communications  with  the  Administration,  Members  of  Congress,  and  the  general  public, 
HIAA  has  repeatedly  stressed  its  wholehearted  support  for  the  principles  outlined  in  the 
President's  reform  package,  and  has  proposed  specific  means  by  which  they  can  be 
implemented.  Let  me  again  emphasize  what  we're  for. 

•  'Cradle  to  grave'  coverage  for  all  Americans. 

•  No  exclusions  for  existing  or  previous  illness. 

•  Coverage  that  cannot  be  canceled  if  you  get  sick. 

•  If  you  change  pbs  or  lose  your  job,  coverage  goes  with  you. 

•  Employers  and  employees  both  pay  toward  coverage. 

•  Subsidies  for  those  who  cannot  afford  premiums. 

•  Control  of  malpractice  lawsuits  and  unnecessary  tests. 

•  Publish  price  and  quality  data. 

•  Single  claim  form  to  control  paperwork. 

•  Incentives  for  healthy  lifestyles,  and  an  emphasis  on  wellness  and  prevention. 

•  Stop  shifting  costs  of  Medk^aid  and  Medk:are  to  those  with  private  insurance. 

•  Using  managed  care  to  control  costs. 


While  the  HIAA  strongly  supports  comprehensive  reform  built  on  universal  coverage, 
we  have  serious  doubts  about  some  of  the  features  of  the  Administration's  plan.  In  the 
broadest  sense,  the  President's  plan  erects  an  enormously  complicated  bureaucratic 
structure  which  could  undermine,  not  foster  an  improved  system.  The  HIAA  believes  it 
is  appropriate  for  the  government  to  establish  guideliries  and  rules  governing  a 
reformed  system.  We  do  not  believe,  however,  that  government  should,  in  fact,  run  the 
system. 
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HEALTH  ALLIANCES 

The  President's  bill  calls  for  the  creation  of  large,  govemment-mandated  purchasing 
pools  through  which  everyone,  except  persons  employed  by  an  employer  with  more 
than  5,000  employees  would  be  forced  to  purchase  insurance.  The  theory  underlying 
this  concept  is  that  a  large  pool  of  purchasers  will  have  significant  market  clout  to 
bargain  for  low-cost  health  care  -  market  clout  which  small  employers  lack  today. 
These  mandatory  government  alliances  will  be  responsible  for  contracting  with 
State-certified  health  plans  pursuant  to  the  criteria  established  by  a  State  under  Title  I, 
Part  1 ,  Section  1203(a).  This  theory  has  not  been  tested  or  proven.  Moreover,  today 
earners  aggregate  small  and  medium-sized  employers  for  the  purpose  of  negotiating 
rates  with  providers.  These  negotiated  rates  are  then  available  to  aH  of  the  earners' 
employer  clients,  regardless  of  their  size. 

All  individuals  and  employers  with  less  than  5,000  employees  will  be  denied  key 
choices  in  the  new  system.  First,  they  may  not  be  allowed  to  retain  their  current 
insurance.  That  is  because  not  all  plans  will  be  allowed  to  compete  in  the  new  system. 
What  happens  to  those  consumers  who  want  to  retain  their  current  plan?  Second, 
they  will  not  be  able  to  choose  to  use  an  agent  or  broker,  who  is,  in  essence,  a  benefits 
advisor  to  the  employer.  Third,  In  a  state  which  elects  to  establish  a  single-payer 
health  care  system,  there  will  be  no  choices  of  health  plan  at  all  (Title  I,  Subtitle  C, 
Section  1223(b)(2),  page  111).  This  does  not  seem  consistent  with  the  goal  of 
consumer  choice  or  the  goal  of  competition. 

Proponents  of  these  alliances  suggest  that  significant  administrative  savings  can  be 
realized.  HIAA  believes  such  savings  have  been  overestimated.  Certain  administrative 
functions  must  be  performed  by  the  alliance.  These  include  plan  enrollment,  premium 
collection,  claims  payments,  and  fraud  detection.  Under  the  President's  plan, 
enrollment  is  handled  through  the  alliance.  Today,  employers  handle  employee  and 
dependent  enrollment.  That  cost  is  not  reflected  in  their  insurance  premiums.  Most 
employers  send  premium  payments  directly  to  the  insurer  or  health  plan.  Under  the 
President's  bill,  the  alliance  will  not  only  handle  enrollment,  but  will  also  collect  the 
employer  and  employee  share  of  the  premium,  fon^rard  premium  payments  to  the  plan 
selected  by  the  employee,  assemble  and  disseminate  health  plan  marketing 
information,  negotiate  fee  schedules  with  providers,  and  mediate  disputes  between 
individuals  and  their  health  plans.  This  can  result  in  significant  administrative  expense 
for  the  alliance  when  one  considers  that  everyone  except  employees  of  the  very  largest 
employers  in  the  region  must  purchase  coverage  through  the  alliance. 

The  Administration  characterizes  regional  alliances  as  simple  purchasing  cooperatives 
providing  individuals  and  small  groups  with  buying  leverage  in  the  market.  Their 
alliances  are  not,  however,  simple  purchasing  cooperatives.  They  are  organizations 
with  huge  budgets,  considerable  authority  and  a  broad  range  of  responsibilities.  Laura 
D' Andrea  Tyson,  Chair  of  the  President's  Council  of  Economic  Advisors,  stated  recently 
that  the  alliances  will  require  50.000  employees  to  operate  them.  The  breadth  and 
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scope  of  activities  of  these  regional  alliances  exceeds  that  of  most  existing  agencies  of 
state  government  today. 

Health  alliances  are  untested.  The  six  states  that  have  authorized  purchasing  alliances 
in  place  have  made  them  voluntary,  not  mandatory,  as  proposed  in  HR  3600  and  other 
legislation;  only  one  is  currently  operational.  The  Administration's  bill  requires  anyone 
wtio  works  for  a  company  with  less  than  5,000  employees,  and  all  people  with 
individual  health  insurance  coverage  to  enroll  in  the  new  alliance  structure.  In 
essence,  that  means  that  80%  of  all  Americans,  roughly  200  million  people  [these 
numbers  include  everyone  except  30  million  Medicare  recipients  and  20  million  workers 
and  dependents  whose  employers  would  be  eligible  to  establish  Corporate  Alliances. 
Source:  "Congressional  Health  Care  Workshops"  materials  dated  September,  1993], 
will  be  receiving  health  coverage  through  an  untested  alliance  system.  There  is  no 
precedent  for  such  massive  change  to  a  process  so  essential  to  the  welfare  of  all 
Americans.  In  addition,  according  to  a  June  1993  "Harvard  School  of  Public  Health" 
survey,  77%  of  Americans  surveyed  are  pleased  with  their  health  care  coverage. 

One  alternative  to  nruDnopoly  health  alliances  is  voluntary  health  alliances.  HIAA  would 
favor  testing  purchasing  cooperatives  or  alliances  on  a  voluntary  basis.  Employers  and 
individuals  would  not  be  forced  to  purchase  their  coverage  through  the  alliance,  they 
would  have  the  option  of  purchasing  through  the  alliance  or  obtaining  coverage  directly 
from  a  health  plan.  This  would  not  create  "loopholes"  to  allow  underwriting  to  continue. 
All  health  plans,  whether  or  not  they  participate  in  the  health  alliance,  would  have  to 
play  by  the  same  rules  so  that  neither  the  plans  operating  within  the  alliance  nor  plans 
operating  outside  the  alliance  would  receive  an  iriequitable  share  of  risk.  Insurance 
reforms,  such  as  the  elimination  of  pre-existing  condition  limitations,  and  guarantee 
issue  of  insurance,  along  with  a  risk  adjustment  mechanism,  would  be  applied  to  all 
plans  -  both  inside  and  outside  the  alliance. 

Rather  than  discuss  purchasing  alliances  in  terms  of  theory,  I'd  like  to  discuss  a  real 
working  program.  There  currently  are  six  states  which  have  passed  purchasing 
alliance  legislation;  all  six  have  passed  voluntary  alliances.  Although  one  other  state 
has  an  operational  pool,  only  California  is  actively  and  aggressively  marketing  the 
purchasing  pool  as  a  competitive  alternative  in  a  reformed  marketplace.  In  February  of 
this  year,  one  of  HlAA's  member  companies.  Employers  Health  Insurance,  was  hired  by 
the  state  of  California  to  administer  and  market  that  program.  I  would  like  to  provide 
some  background  on  that  program  to  illustrate,  based  on  its  short  experience,  how 
things  may  occur  in  the  real  world. 

In  1992,  the  California  legislature  passed  a  comprehensive  small  group  reform  bill.  AB. 
1672  included  sweeping  underwritir^  and  rating  reforms  and  provided  guarantee  issue 
of  all  products  to  employers  with  5  to  50  employees  (4-50  in  1994  and  3-50  in  1995  and 
thereafter).  The  law  also  limited  pre-existing  condition  clauses,  provided  for  portability 
of  pre-existing  condition  clauses,  and  enacted  guaranteed  renewability  of  groups  of  all 
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sizes.  in  addition,  the  new  law  created  the  Health  Insurance  Plan  of  California  (The 
HIPC),  the  first  statewide  small  group  purchasing  alliance. 

Like  most  such  purchasing  alliances  under  discussion  federally,  the  California  plan  was 
designed  to  aggregate  the  buying  power  of  small  employers,  offer  individual  employee 
choice  of  an  array  of  health  plans,  and  centralize  certain  administrative  functions  in  an 
effort  to  lower  costs.  The  HIPC  is  a  voluntary  program,  operating  in  competition  with  a 
reformed,  outside  market.  Currently  18  carriers  offer  a  choice  of  19  health  plans  (16 
HMOs  and  3  PPOs),  with  benefits  standardized  through  regulation.  A  total  of  four 
benefit  plans  are  offered  through  the  HIPC,  two  PPO  plans  and  two  HMO  plans,  a  high 
and  low  option  in  each  with  the  only  difference  between  them  being  cost  sharing 
provisions.  Not  all  plans  are  available  in  all  areas,  however,  there  is  no  area  in  the 
state  with  fewer  than  four  choices.  State  law  allows  for  some  minor  variation  in  rates 
due  to  health  status  outside  the  alliance.  However,  premiums  within  the  HIPC  are 
community  rated  by  class,  allowing  for  rate  differentials  based  only  on  benefit  plan, 
age,  geographic  location  and  family  status.  In  other  words,  premiums  cannot  vary  due 
to  health. 

Employers  make  the  decision  whether  to  participate  in  the  HIPC  program.  If  the 
employer  chooses  the  HIPC,  the  individual  employees  choose  whichever  health  plan 
offered  in  their  area  they  feel  best  meets  their  individual  and  family  needs.  Employers 
participating  in  the  HIPC  are  required  to  contribute  a  minimum  of  50%  of  the  least 
expensive  premium  for  "employee-only"  (single  coverage)  in  their  area.  Currently,  the 
average  employer  contribution  is  80  percent.) 

The  pool  became  operational  May  10,  with  effective  coverage  starting  July  1, 1993 
when  the  reform  law  became  effective.  As  of  December  1, 1993,  more  than  1400 
employer  groups  and  24,513  individuals  are  covered  in  the  program. 

While  few  conclusions  can  be  reached  with  just  four  months  of  data,  some  interesting 
trends  are  beginning  to  develop.  For  example,  despite  the  fact  that  employers  are  able 
to  purchase  coverage  directly  from  the  HIPC  and  avoid  the  costs  associated  with  agent 
commissions,  79  percent  of  the  HIPC's  current  business  was  sold  through  independent 
agents.  This  indicates  to  us  that  small  employers  value  the  services  of  an  independent 
counselor  when  selecting  employee  health  benefits  -  so  much  so,  they  knowingly  pay 
an  additional  cost  for  it. 

Price  competition  is  an  important  feature  of  the  program  and  the  reformed  outside 
market,  but  individuals  are  not  choosing  the  lowest-cost  plans  available  to  them. 
Instead  they  are  gravitating  toward  the  "lower  cost"  plans,  that  is  those  plans  in  the 
lower-half  price  range  of  the  plans  available.  Prices  within  the  HIPC  are,  on  average, 
about  10  percent  lower  than  plans  offered  in  the  outside  market,  due  mainly  to  limited 
benefits.  However,  for  every  employer  that  purchases  coverage  through  the  HIPC, 
another  five  employers  look  at  the  program  and  choose  to  buy  elsewhere.  In  a 
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mandatory  purchasing  environment  those  employers  would  not  have  the  choice  of 
purchasing  elsewhere. 

We  have  t>een  able  to  gather  some  demographic  data  to  date.  Fully  80  percent  of  the 
individuals  covered  through  the  HIPC  choose  one  of  the  HMO  options,  split  evenly 
t>etween  the  high  and  low  cost-sharing  provisions.  Twice  as  many  of  the  remaining  20 
percent  choose  the  "high"  PPO  option  as  compared  to  the  "low"  PRO  option.  The 
demographic  breakdown  of  the  individuals  covered  mirrors  a  "typical"  breakdown  in  the 
California  marketplace.  It  is  important  to  note  that  managed  care  has  higher  market 
concentration  in  California  than  most  other  states.  Nearly  80  percent  of  the  individuals 
covered  through  the  HIPC  are  under  the  age  of  50,  60  percent  are  under  the  age  of  40; 
males  slightly  outnumt>er  females;  the  average  group  size  is  just  over  nine  employees, 
and  the  average  family  size  is  just  under  two  people. 

Although  limited  and  certainly  not  statistically  credible,  the  California  experience  so  far 
suggests  many  things.  In  a  reformed  market,  voluntary  alliances  are  able  to  compete, 
provide  an  array  of  choice,  cause  competition  to  focus  on  service  and  price,  and  put  the 
individual  consumer  in  the  driver's  seat.  We  don't  know  exactly  why,  but  it  would 
appear  that  alliances  may  not  be  the  best  answer  for  rural  communities.  So  far,  the 
vast  majority  of  participants  in  the  HIPC  come  from  the  most  populous  areas  of  the 
state,  with  Los  Angeles  drawing  the  most  participants,  San  Francisco  second,  and  San 
Diego  third. 

If  health  alliances  are  truly  more  administratively  efficient,  and  better  at  pooling  risks, 
then  the  carriers  operating  through  the  alliance  will  have  lower  premiums  and  will 
naturally  gain  market  share.  If,  on  the  other  hand,  employers  and  individuals  prefer  to 
deal  directly  with  an  insurance  company  or  HMO,  rather  than  a  large  government 
bureaucracy,  they  should  have  that  choice.  The  market,  noi  the  government,  should 
determine  which  is  the  more  efficient  way  to  cover  all  Americans.  A  voluntary  approach 
to  pooling  mechanisms  would  provide  the  opportunity  to  test  the  theory  of  the  alliance 
approach,  without  gambling  the  security  and  future  of  health  care  coverage  for  ali 
Americans  in  the  process.  In  a  mandatory  approach  where  do  the  millions  of 
Americans  go  if  the  system  doesn't  work?  The  infrastructure  that  previously  served 
them  will  no  longer  exist. 


ACCOUNTABLE  HEALTH  PLANS 

HIAA  is  convinced  that  the  mandatory  health  alliance  system  and  the  accountable 
health  plans  proposed  in  H.R.  3600  and  other  federal  legislation  would  rapidly  lead  to 
the  demise  of  fee-for-service  arKj  other  plans  that  provide  coverage  for  out-of-network 
services.  Even  though  these  proposals  purport  to  require  that  these  plans  continue  to 
be  offered,  the  structure  of  the  proposed  system  cannot  support  fee-for-service  plans. 
This  is  significant  because  the  effect  will  be  to  eliminate  from  the  health  care  system 
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tfx)se  plans  that  offer  individuals  the  ability  to  choose  their  provider  at  the  time  they 
need  medical  service. 

HIAA  notes  that  the  direct  limitation  on  plan  availability  outlined  in  the  Administration's 
September  7  "Working  Group  Draft"  has  not  been  retained  in  the  bill.  Under  Title  I, 
Part  2,  Section  1321(a)(1) "...  each  regional  alliance  shall  negotiate  with  any  willing 
State-certified  health  plan...."  While  this  does  reflect  an  improvement  over  the 
"Working  Group  Draft,"  it  does  not  address  HIAA's  concerns  about  plan  availability. 
First,  under  Section  1321  (b)(1)  an  alliance  could  reject  a  State-certified  health  plan  if 
its  proposed  premiums  exceed  by  20  percent  the  weighted  average  premium  within  the 
alliance. 

Second,  the  health  alliance  structure  envisioned  in  the  Health  Security  Act  effectively 
bars  the  entry  of  new  plans  after  the  initial  years.  In  addition,  plans  not  selected  in  the 
first  year  will  be  unable  to  compete  in  the  region,  and  will  not  be  around  to  bid  the 
following  year.  Within  a  few  years,  only  a  handful  of  competitors  will  remain  in  each 
alliance  area.  The  plans  that  survive  may  not  be  the  most  efficient  and  effective. 
Success  in  the  early  years  of  the  alliance  may  depend  more  on  a  plan's  ability  to  "sell" 
itself  to  individual  consumers  through  media  advertising,  than  on  the  quality  or 
efficiency  of  the  care  it  delivers.  The  plan  creates  a  disincentive  for  competition  based 
on  quality  of  care  and  service.  The  increased  emphasis  on  mass  marketing  and  name 
recognition  is  likely  to  constrict  the  market.  If  consumers  do  not  like  the  plans  offered 
through  the  alliance,  because  of  poor  quality  care  or  service  (for  example,  they  can't 
get  their  calls  to  the  800  number  answered),  they  would  not  have  any  alternative  -  it  is 
the  "only  game  in  town." 

The  alliance  or  the  purchasing  pool  as  it  is  refen-ed  to  in  other  congressional 
alternatives,  would  allow  individual  families  to  select  which  contracted  health  plan  they 
wish  to  enroll  in.  The  premium  each  plan  charged  to  each  family  would  not  vary  based 
on  their  health  status.  (Most  proposals  call  for  pure  community  rating,  under  which  the 
premium  charged  would  not  vary  at  all,  except  perhaps  by  family  type.) 

Proponents  argue  that,  under  this  sort  of  proposal,  individuals  would  have  greater 
choice  of  plans  through  the  alliance  or  purchasing  pool  than  they  have  under  the 
current  system,  in  which  employers  decide  how  many  and  which  health  plans  will  be 
offered  to  their  workers. 

This  may  be  true,  at  the  outset.  But  the  range  of  plan  choices  within  the  alliance  or 
purchasing  pool  would  nan-ow  considerably  over  time.  In  particular,  plans  that  offer 
consumers  a  wide  choice  of  providers  (i.e.,  fee  for  service  and  PPOs)  would  become, 
over  time,  less  and  less  affordable  relative  to  more  restrictive  network  plans.  They 
would  eventually  be  priced  out  of  the  market,  becoming  unaffordable  to  most 
consumers  or,  perhaps,  unavailable  altogether.  Because  the  type  of  plans  eliminated 
will  be  those  with  greatest  out-of-network  coverage,  the  effect  will  be  to  limit  the 
Individual's  choice  of  provider  at  the  point  of  service. 
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This  "death  spiral"  of  plans  offering  wider  choice  would  come  about  as  follows:  People 
with  existing  health  conditions  or  problems  tend  to  have  established  provider 
relationships  that  they  are  satisfied  with.  Thus,  they  are  less  willing  (than  relatively 
healthy  people  are)  to  enroll  in  network-based  health  plans  which  limit  their  choice  of 
provider  or  which  pay  significantly  less  if  non-network  providers  are  used.  Healthier 
people  with  no  (or  only  one)  significant  physician  relationship  can,  if  they  wish,  select  a 
more  restricted  network  plan.  But  people  with  serious  or  multiple  medical  problems  will 
probably  not  be  content  with  a  restricted  network. 

Under  mandatory  alliances,  in  which  each  individual  selects  his  or  her  health  plan, 
plans  offering  wider  choice  would  attract  a  higher  proportion  of  people  with  medical 
problems.  As  a  result,  their  premiums  would  be  higher  than  those  of  plans  that  offered 
more  limited  provider  choice.  (Wider-choice  plans  are  expected  to  cost  sonrtewhat 
more  than  tight  network  plans  due  to  differences  in  the  extent  to  which  they  are  able  to 
manage  care.  While  premium  differentials  based  on  real  differences  in  the 
effectiveness  of  care  management  are  desirable,  premium  differentials  based  on  the 
relative  health  of  the  population  enrolled  are  not.) 

Because  the  desire  for  free  choice  is  very  strong,  many  consumers  will  be  willing  to  pay 
a  little  extra  to  maintain  it  Therefore,  we  expect  that  initially,  wider-choice  plans  are 
likely  to  enroll  some  healthy  consumers  as  well  as  relatively  unhealthy  ones.  But 
healthy  consumers  have  fewer  strong  provider  relationships;  they  are  not  likely  to  pay 
significantly  higher  premiums  In  order  to  maintain  free  access  to  any  physician.  As 
premiums  increase,  they  will  choose  a  less  expensive  network  plan.  Thus,  over  time, 
the  wider-choice  plans  will  lose  healthy  members  while  retaining  unhealthy  members, 
necessitating  an  even  larger  differential  between  the  premiums  of  plans  with  wider 
choice  and  premiums  of  restricted  r>etworks.  Each  year,  as  more  healthy  members  are 
lost,  premiums  will  ir)crease  further  beyond  those  of  the  tight  network  plans. 
Eventually,  plans  offering  unrestricted  consumer  choice  will  become  unaffordable, 
except  for  the  very  wealthy. 

Thus,  within  a  very  few  years,  consumers  buying  through  mandatory  purchasing  pools 
or  health  alliances  will  lose  access  to  wider-choice  health  plans.  Non-network,  or 
fee-for-service.  plans  will  disappear  first  Then  network  plans  that  offer  some  degree  of 
choice  will  be  forced  to  become  more  restrictive  and  limit  coverage  of  non-network 
providers,  if  they  fail  to  do  so,  they  will  be  priced  out  of  the  market  as  well. 

I  want  to  emphasize  that  HIAA  strongly  supports  the  continued  development  and 
evolution  of  integrated,  network-based  health  plans  that  manage  care.  Experience  has 
demonstrated  that  efficiency  and  quality  of  care  can  be  improved  as  providers  are 
organized  into  networks  that  actively  monitor  the  care  provided  to  their  enrollees. 
Therefore,  we  believe  that  managed  care  is  the  best  alternative  for  controlling  the  cost 
of  health  care  in  the  United  States  while  maintaining  or  improving  the  quality  of  the  care 
provided. 
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At  the  same  time,  the  personal  relationship  between  physician  and  patient  Is 
recognized  as  an  important  part  of  the  healing  process,  and  we  know  it  will  never  be 
possible  to  guarantee  that  every  network  will  offer  enough  providers  to  assure  that 
every  enrollee  will  find  one  they  are  comfortable  with  or  whose  specialty  is  needed  by 
the  patient.  Families  with  several  primary  care  physicians  -  pediatrician,  gynecologist 
and  internist,  may  find  them  all  associated  with  different  networks.  In  addition,  a 
person  with  a  family  history  of  heart  disease,  for  example,  may  want  to  preserve  the 
option  of  consulting  with  specialists  at  a  later  date.  For  these  reasons,  we  think  it  is 
very  important  to  maintain  a  "free  choice"  option  in  a  reformed  health  care  system. 

As  I  have  outlined  above,  we  believe  that  free-choice  plans  will  not  survive  as  an 
affordable  option  if  everyone,  or  almost  everyone,  must  arrange  their  health  care 
coverage  individually  through  monopolistic  alliance  or  purchasing  pools.  This  remains 
true  even  if  the  pools  are  legally  required  to  offer  fee-for-service  type  plans. 
Free-choice  plans  are  viable  over  the  long  term  only  if  they  are  able  to  enroll  groups 
that  include  representatives  of  both  the  healthy  and  sick,  as  in  the  cun-ent  system 
where  employers  arrange  coverage  for  their  employees  with  a  limited  number  of  health 
plans. 

Thus,  if  we  are  to  preserve  Americans'  access  to  wider-choice  health  plans  over  the 
long  term,  we  must  preserve  an  option  for  employers  to  arrange  health  coverage  for 
their  workers  on  a  group  basis  outside  of  local  purchasing  pools  or  health  alliances. 

Proponents  of  mandatory,  or  monopolistic,  alliances  or  purchasing  pools  argue  that  this 
"death  spiral"  scenario  for  wider-choice  plans  could  be  avoided  if  payments  to  health 
plans  were  varied  based  on  the  real  differences  in  expected  costs  (risk)  presented  by 
people  with  different  needs  for  medical  care.  For  reasons  discussed  in  our  separate 
testimony  today  on  the  topic  of  risk  adjustment,  we  are  not  convinced  that  a  risk 
adjuster  can  be  developed  and  implemented  which  is  able  to  remove  or  significantly 
reduce  the  effects  of  adverse  selection  on  premiums  where  individual  consumers  select 
their  health  plans.  Simply  put,  each  person  will  always  know  more  about  his  or  her  own 
health  situation  than  can  be  determined  by  outsiders  who  must  rely  on  objective, 
external  observations  about  each  consumer. 


TRANSITIONAL  INSURANCE  REGULATIONS 

The  transition  to  a  new  health  insurance  market  could  take  several  years,  especially  if 
the  new  market  staicture  is  as  complex  and  unwieldy  as  the  President  proposes  to 
make  it.  The  Administration's  bill  specifies  under  Title  XI,  Section  1 1003  (a)(1)  that 
"each  health  insurer  that  provides  a  group  heath  insurance  plan  may  not  terminate  (or 
fail  to  renew)  coverage  for  any  covered  employee  if  the  employer  of  the  employee 
continues  the  plan,  except  in  the  case  of  (A)  non-payment  of  required  premiums,  (B) 
fraud,  or  (C)  misrepresentation  of  a  material  fact  relating  to  an  application  for  coverage 
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or  claim  for  benefit."  An  identical  prohibition  is  also  set  forth  in  the  bill  for  individual 
health  insurance  plans. 

We  would  oppose  any  attempt  to  prohibit  insurers  from  withdrawing  entirely  from  the 
health  insurance  business  or  any  significant  part  of  it,  such  as  the  individual  market  or 
the  small  group  market.  Government  should  not  coerce  any  corporation  or  person  to 
continue  in  any  particular  line  of  business. 

During  the  transition  the  Secretary  of  HHS  is  authorized  to  set  up  a  National 
Transitional  Health  Insurance  Risk  Pool  funded  by  premiums  and  assessments  against 
all  insurers  based  on  market  share  in  the  health  insurance  market.  This  constitutes  yet 
another  cost  to  insurers. 

However,  HIAA  would  support  some  of  the  proposed  rules.  In  fact,  they  closely 
parallel  insurance  reforms  we  have  been  promoting  at  the  state  level  for  several  years. 
I  refer  here  to  such  requirements  as  guaranteed  renewal  of  coverage,  automatic 
acceptance  of  new  entrants  in  currently  covered  groups,  and  portability  improvements 
which  prohibit  exclusion  of  coverage  for  pre-existing  conditions  when  previously 
insured  people  change  jobs  or  their  employers  change  carriers.  These  reforms  can  be 
implemented  very  quickly,  and  do  not  require  a  new  bureaucratic  structure  the 
President  proposes.  We  would  caution  that  it  is  imperative  that  implementation  of  the 
transition  rules  be  coordinated  with  the  phase-in  of  universal  coverage. 

Other  proposed  transition  rules  present  severe  difficulties  for  insurers.  The  rules 
establish  de  facto  premium  caps  by  giving  states  the  right  to  approve  or  disapprove 
rate  increases  as  specified  in  Title  XI,  Section  1 1004.  For  reasons  explained  earlier  in 
greater  detail,  we  oppose  limiting  insurers'  ability  to  charge  rates  sufficient  to  cover  the 
real  costs  of  serving  their  enrollees. 

There  are  also  administrative  problems  with  the  proposed  interim  rating  structure.  It 
differs  significantly  from  the  rating  reforms  that  have  been  enacted  in  more  than  half  the 
states  in  the  past  three  years  and  will  therefore  require  significant  time  and 
administrative  effort  on  the  part  of  both  states  and  can-iers  to  implement,  all  for  a 
scheme  that  would  remain  in  place  for  a  year  or  two. 


CONCLUSION 

in  conclusion,  I  want  to  again  emphasize  that  we  support  more  of  the  President's  plan 
than  we  oppose.  We  have  been  a  responsible  participant  in  the  national  health  care 
debate  and  want  to  work  with  the  Administration  and  Congress  to  develop  national 
reform  which  achieves  universal  coverage,  promotes  individual  responsibility  and  cost 
containment,  preserves  choice  and  maintains  the  quality  of  our  health  care  system. 
During  this  discussion,  we  must  remember  that  our  health  care  system  has  many 
excellent  features  and  we  should  build  on  them. 
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Mr.  Waxman.  Ms.  Lore,  you  testified  against  the  requirement  in 
the  President's  bill  that  all  health  plans  offer  essential  community 
providers;  that  is,  community  health  centers  and  other  providers 
that  have  traditionally  served  the  poor,  a  choice  of  participating  in 
the  plan  on  the  same  terms  as  other  providers  or  being  paid  at  a 
specified  rate  for  serving  plan  enrollees. 

This  requirement  would  sunset  after  5  years  unless  the  Secretary 
of  HHS  chose  to  extend  it  and  the  Congress  did  not  overrule  that 
decision.  You  argue  that  this  requirement  could  create  major  dif- 
ficulties for  Kaiser  and  other  health  plans,  making  you  indemnity 
insurers  for  these  providers  with  no  ability  to  oversee  quality  or 
control  their  costs. 

Mr.  Segal  also  listed  this  requirement  as  a  number  one  concern 
of  PPO's  in  becoming  health  plans.  As  you  know,  I  don't  think  the 
President's  plan  goes  far  enough  in  addressing  the  needs  of  under- 
served  populations,  and  I  am  very  worried  that  without  adequate 
protections  essential  community  providers  will  not  be  able  to  sur- 
vive the  implementation  of  the  President's  plan,  leaving  low  income 
neighborhoods  without  a  health  care  delivery  system. 

The  financial  incentive  for  health  plans  to  avoid  these  providers 
and  their  high  risk  patients  are  too  strong,  and  the  financial  con- 
sequences to  those  providers  of  losing  their  patients  to  health  care 
plans  are  too  great.  We  have  to  find  a  way  to  reconcile  your  legiti- 
mate interest  in  quality  and  cost  control  with  their  demonstrated 
ability  to  serve  vulnerable  populations  effectively. 

And,  Ms.  Lore,  I  would  like  to  get  your  specific  recommendations 
on  this.  Not  now  but  before  our  markup  next  year.  So  I  would  like 
you  to  think  about  it  and  see — and  Mr.  Segal  as  well — if  you  can 
give  us  any  thoughts  further  on  how  to  reconcile  those  problems. 

Dr.  Fishbein,  you  argue  that  the  President's  plan  will  rapidly 
lead  to  the  demise  of  fee-for-service  and  PPO  plans  in  a  death  spi- 
ral of  adverse  selection  by  people  who  use  lots  of  medical  care. 

Mr.  Segal,  you  noted  that  the  President's  bill  could  be  improved 
in  a  number  of  respects  but  concluded  that  the  vast  majority  of  pro- 
viders, including  HMO's  and  PPO's,  will  roll  with  the  punches  and 
retool  over  time. 

Since  PPO's  now  serve,  by  your  estimates,  90  million  Americans, 
I  am  sure  that  a  number  of  the  members  on  the  subcommittee 
would  be  interested  in  the  basis  for  Dr.  Fishbein's  pessimism  and 
your  optimism.  Will  PPO's  and  fee-for-service  plans  survive  under 
the  President's  proposal? 

Dr.  Fishbein? 

Mr.  Fishbein.  We  are  an  operator  at  New  York  Life  of  HMO's 
and  PPO's  as  well  as  fee-for-service  indemnity  plans,  and  it  is  our 
observation  in  the  way  that  PPO's  operate  today  that  they  are  not 
going  to  be  able  to  be  competitive  with  the  more  tightly  managed 
HMO  plans,  simply  in  the  way  that  they  contract  with  providers 
in  managed  care,  but  even  more  importantly,  in  the  fact  that  an 
HMO  plan  will  lock  people  into  the  use  of  a  tightly  contracted  net- 
work, whereas  the  structure  of  a  PPO  allows  people  to  opt  out  and 
use  any  provider  at  any  time. 

Therefore  we  feel  that  creates  the  inherent  anti-selection  I  was 
mentioning  earlier.  Those  who  will  need  more  health  services  will 
tend  to  want  to  go  to  the  plan  that  offers  the  greatest  choice.  Hence 
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they  will  gravitate  towards  the  PPO  and  the  PPO  will  not  have  the 
same  risk  group  that  it  is  covering  as  the  more  tightly  managed 
HMO  plans. 

Mr.  Waxman.  Mr.  Segal,  do  you  want  to  comment? 

Mr.  Segal.  Yes,  if  I  may.  I  would  like  to  say  that  the  two  points 
you  raised,  Mr.  Chairman,  are  integrally  together  relative  to  the 
following  point.  My  concern  on  the  issue  of  the  academic  health 
centers  I  think  is  in  the  same  direction  that  yours  is. 

We  list  it  as  a  number  one  because  it  relates  to  the  issue  that 
the  managed — if  we  do  managed  competition,  which  we  believe  is 
better  than  unmanaged  competition,  what  we  have  today,  you  have 
to  worry  about  the  free  rider  program  concept  that  Alain  Enthoven 
and  others  in  Jackson  Hole  have  talked  about,  which  means  if  you  ' 
leave  people  out  and  there  remain  uninsured  people,  as  the  Cooper  | 
bill  does,  there  would  be  the  strict  opportunity  under  strict  com-  \ 
petition  to  be  able  to  say  I  am  afraid  to  go  after  those  compas- 
sionate medical  centers,  those  inner  city  hospitals,  those  rural  hos-  | 
pitals,  because  they  are  providing  care  and  want  to  pass  it  on  to 
someone  else  and  I  won't  be  able  to  use  them  in  a  competitive  mar- 
ketplace. That  is  my  key  concern.  I 

Mr.  Waxman.  Thank  you. 

Mr.  McMillan? 

Mr.  McMillan.  Dr.  Fishbein,  I  take  it  you  believe  it  is  possible 
to  allow  voluntary  association  and  formation  of  groups  out  there 
without  adverse  risk  selection  taking  place.  Is  an  individual  man- 
date essential  to  that  process? 

Mr.  Fishbein.  Well,  we  believe  universal  coverage  is  necessary. 
We  are  not  necessarily  taking  a  strong  position  as  to  what  kind  of 
mandate  should  lead  to  that,  but  clearly  there  needs  to  be  some 
sort  of  mandate  or  combination  of  mandates  that  leads  to  universal  , 
coverage. 

On  the  risk  selection  issue,  though,  we  would  propose  that  the  i 
same  rules  apply  to  plans  both  inside  and  outside  the  alliance  in  i 
terms  of  insurance  market  reforms,  guaranteed  issue  and  renew-  j 
ability  of  coverage,  portability,  and  so  forth.  j 

And  we  also  believe,  although  you  will  hear  more  about  this  from  ' 
the  next  panel,  that  it  is  possible  to  risk  adjust  on  a  group  level.  j 
It  is  not  possible,  we  feel,  to  do  it  on  an  individual  level.  So,  if  there  i 
were  concerns  about  better  risk  employers  choosing  to  go  outside  i 
the  alliance  we  feel  that  could  be  adjusted. 

Mr.  McMillan.  Is  it  possible  to  set  standards,  call  them  market-  | 
ing  standards  or  whatever,  that  are  designed  to  keep  any  group 
from  excluding  anyone  to  be  sufficiently  effective  to  make  that 
work  so  that  the  group  then,  the  size  of  the  group  becomes  deter- 
mined by  what  is  economically  or  actuarily  necessary? 

Mr.  Fishbein.  The  insurance  market  reforms  that  we  support  in-  i 
elude  guarantee  issue  and  renewability,  meaning  we  would  take 
any  group  and  an  entire  group.  Those  rules  should  apply  equally 
inside  and  outside  the  alliance.  A  carrier  or  health  plan  should  not  < 
have  the  option  of  rejecting  groups  or  rejecting  individuals  within 
that  group. 

Mr.  McMillan.  I  would  agree  with  you.  I  think  the  administra- 
tion plan's  major  short  coming  is  in  this  area  so  that  it  is  not  going 
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to  engender  competition,  it  is  going  to  engender  concentration  and 
the  necessity  for  control. 

Do  you  see  another  plan  that  is  on  the  table  that  has  features 
that  are  preferable  in  that  respect? 

Mr.  FiSHBEiN.  Well,  there  are  several  other  plans  that  talk  about 
using  alliances  in  a  different  way.  The  Chafee-Dole  bill,  of  course, 
has  the  alliances  on  a  voluntary  basis,  which  is  something  we 
would  support. 

And  again,  we  think  that  probably  the  best  way  to  keep  the  alli- 
ances honest  and  to  provide  the  best  services  through  the  alliances 
is  to  give  them  some  competition  which  voluntary  alliance  would 
do.  They  would  then  have  to  compete  with  some  elements  of  the 
existing  competitive  system. 

Mr.  McMillan.  And  if  in  fact  you  can  eliminate  adverse  selection 
through  that  process  by  the  way  you  structure  it,  then  there  is 
really  no  reason  to  limit  the  size  of  a  corporate  alliance  to  5,000 
is  there? 

Mr.  FiSHBEiN.  Well,  that  is  correct.  We  would  suggest  that  the 
alliances  be  voluntary  at  all  sizes.  And  we  would  also  suggest  that 
the  alliances  be  focused  on  the  market  segment  where  they  are 
really  needed,  which  would  be  on  the  small  employer  marketplace, 
not  necessarily  for  large  employers  at  all. 

Mr.  McMillan.  Let  me  direct  all  of  your  attention  to  the  chart 
over  here,  if  you  can  read  it.  Basically,  in  the  right-hand  column 
are  figures  that  represent  the  administration's  estimated  cost  at 
the  present  time  of  the  standard  benefit  package,  which  is  $1,932 
per  individual  and  family  coverage  of  $4,360. 

[The  chart  referred  to  follows:] 
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Mr.  McMillan.  There  have  been  several,  I  think,  credible  analy- 
ses of  the  cost  of  the  same  package  by  several  different  groups.  The 
first  column  represents  an  HIAA  1992  employee-employer  survey. 
The  data  were  adjusted  to  the  standard  benefit  package.  The  anal- 
ysis is  based  on  1992  dollars,  but  what  it  does  come  down  to  is  an 
estimated  cost  of  14  percent  above  the  administration's  estimate. 

Column  2  is  a  1993  KPMG  Peat  Marwick  study,  also  adjusted  to 
the  standard  benefit  package.  It  is  based  on  unadjusted  1993  dol- 
lars, but  you  can  see  that  that  is  25  percent  above  the  administra- 
tion's estimate. 

And  finally,  column  4  represents  that  in  the  Federal  Employees 
Benefit  Program,  which  is  substantially  higher.  There  are  other  es- 
timates that  come  in  also  substantially  higher. 

As  people  who  are  going  to  have  to  provide  these  benefits  under 
a  capitated  plan,  could  you  share  with  us  to  what  degree  your  own 
estimates  would  differ  from  the  administration's  assumptions  here? 

Mr.  Segal.  If  I  might,  Mr.  McMillan,  just  to  hone  in  directly  on 
the  point,  you  focus  on  the  Federal  Employees  Plan  and  use  MD- 
IPA  where  you  have  $1,947  and  $5,501  which  are  for  the  FEHBP, 
I  think  it  is  important  for  you  to  note  that  in  a  competitive  situa- 
tion MD-IPA,  and  I  am  here  in  the  National  Capital  Area  as  they 
are,  they  have  different  rates  for  different  customers,  and  I  would 
submit  to  you  that  if  you  chose  them  as  a  Federal  customer  under 
FEHBP  and  paid  these  rates  you  would  be  paying  significantly 
higher  than  you  would  with  other  places  where  they  are  out  there 
doing  what  Mr.  Wyden  talked  about  before,  which  is  risk  aversions, 
risk  selections  and  trying  to  find  ways  to  keep  numbers  lower,  and 
I  guess  they  feel  they  can  get  enough  Federal  employees  to,  in  ef- 
fect, pay  more  than  other  people  would  pay. 

Mr.  McMillan.  But  the  averages  shown  here  are  not  signifi- 
cantly different  than  the  first  two  columns,  which  are  national  fig- 
ures, not  regional. 

Mr.  Segal.  The  point  is  when  you  do  national  averages,  obvi- 
ously, they  are  different  region  by  region,  as  we  all  know,  and  even 
within  a  region  as  long  as  you  have  different  employer  groups  pay- 
ing different  rates  and  you  are  experienced  rating  them  you  can  go 
after  those  whose  experiences  are  better  and  charge  them  less. 

Mr.  McMillan.  But  these  are  national  averages  and  I  am  as- 
suming whatever  we  do  regardless  of  which  plan  we  are  going  to 
have  to  deal  with  the  issue  of  adverse  selection,  otherwise,  nothing 
is  going  to  fly. 

Mr.  Segal.  No  question.  And  that  is  why  I  think  the  most  impor- 
tant thing  is  to  include  everybody  in  the  pot  under  universal  cov- 
erage. 

Mr.  McMillan.  Could  I  allow  the  others  to  respond  to  that  basic 
question? 
Mr.  Waxman.  Yes,  you  may. 
Mr.  McMillan.  If  you  would  care  to. 

Mr.  Waxman.  Whoever  wishes  to  respond,  if  you  would  briefly, 
so  we  can  move  on. 

Mr.  SCHLACKMAN.  Only  that  there  is  some  recent  documentation 
in  a  piece  that  was  produced  by  the  health  care  strategies  associa- 
tion, by  Dr.  Giffen,  that  looks  at  the  actual  projections  in  terms  of 
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costs  and  has,  I  think,  some  strikingly  different  numbers  in  terms 

of  cost  savings  associated  with  both  HMO's  and  PPO*s.  I 

I  think  that  the  numbers  that  have  been  used  in  the  past  have  I 

dramatically  underestimated  those  savings,  and  that  may  be  help-  j 

ful  as  a  reference  point.  I  can  get  that  information  to  you  if  you  i 

would  like,  sir.  I 

Mr.  McMillan.  Yes?  | 

Ms.  Lore.  Mr.  McMillan,  just  speaking  very  specifically  for  , 

North  Carolina,  these  numbers  are  very  close  to  the  cost  of  the  ' 

Federal  package  in  North  Carolina  from  our  organization.  j 

Mr.  McMillan.  I  see.  I 

Mr.  FiSHBElN.  As  you  would,  we  would  be  anxious  to  see  the  as- 
sumptions  that  were  underlying  the  administration's  estimates 
that  resulted  in  these  costs. 

Mr.  McMillan.  Thank  you. 

Mr.  Waxman.  Thank  you,  Mr.  McMillan. 

Mr.  Brown?  j 

Mr.  Brown.  Thank  you,  Mr.  Chairman.  ' 

Lots  of  companies  around  the  country  offer  good  wellness  pro-  i 

grams  to  their  employees  and  in  addition  to  the  enhanced  produc-  I 

tivity  and  the  decline  in  absenteeism  that  those  programs  bring,  ' 

everything  from  weight  reduction  to  smoking  cessation  to  bringing  \ 
physicians  on  premises  for  testing  and  workouts  places  and  all  that 

at  workplaces.  j 

I  am  a  little  concerned  about  the  health  alliances  sort  of  losing  ! 

some  of  that  edge.  Certainly  the  productivity  will  still,  I  mean  cen-  | 

ters  for  productivity,  the  resulting  productivity  will  still  accrue  to  i 

the  company,  but  with  the  health  alliances  in  those  companies  of  1 

less  than  5,000  that  may  be  lost,  and  I  am  trjdng  to  figure  out  a  j 

way  to  develop  a  system  to  maintain  the  health  care  insurance  part  i 

of  that  economic  incentive  in  the  President's  plan.  |, 

Dr.  Schlackman,  if  you  would  start.  U.S.  Healthcare  apparently 

has  done  good — I  understand  it  has  done  good  analyses  of  those  ! 

kinds  of  programs  with  your  HMO  and  what  you  have  done.  I 

What  extent  do  you  think  that  employer  premiums,  if  it  were  al-  I 

lowed  in  the  health  plan,  employer  premiums  could  be  discounted  I 

for  the  use  of  a  wellness  work  site?  Do  you  have  any  figures?  j 

Mr.  Schlackman.  I  think  as  an  overview,  I  think  what  we  would  i 

see  is  the  health  care  plans  will  become  more  responsible  for  the  ! 

members,  for  the  patients  in  that  plan.  That  outreach  to  care  is  ' 
going  to  be  a  responsibility  that  is  going  to  be  placed  much  more 

in  health  care  plans.  I 

Now,  many  HMO's  have  taken  that  as  an  issue  because  the  per-  I 

ception  is  that  if  you  can  create  appropriate  preventive  care  sys-  j 

tems,  not  just  an  individual  doctor  doing  it  but  systems,  you  can,  ] 

in  fact,  reduce  the  cost  of  health  care.  Early  detection  as  an  issue,  j 
for  example.  So,  I  think  that  there  will  still  be  a  significant  incen- 
tive in  this  system  to  compete,  because  the  competition  on  quality 

will  include  providing  those  systems,  providing  those  plans.  | 

Individual  workplace  issues  for  a  company,  for  example,  a  health  i 

care  plan  would  have  an  incentive  to  say  these  particular  issues  I 

that  you  are  addressing  will  be  helpful  and  have  been  proven  to  be  j= 

helpful  to  reduce  absenteeism,  as  an  example,  and  we  should  help  j, 

you  as  part  of  the  provision  of  care.  j 

I 

I, 

I 
! 


! 
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So  I  think  in  terms  of  competition  it  will  be  to  the  advantage  of 
those  plans  that  have  incorporated  wellness  and  preventive  health 
care  into  their  systems  to  be  more — ^they  will  be  more  competitive. 

Mr.  Brown.  Can  you  also,  or  should  you,  to  create  sort  of  a  syn- 
ergistic effect  maybe  have  some  sort  of  premium  discount  that — if 
you  would  all  speak  to  that — ^that  you  could  offer?  And  if  so,  could 

you  quantify  what  you  think  

Mr.  SCHLACKMAN.  Well,  I  think  the  premium  discount  is  going  to 
be  the  competitive  edge.  If  you  can  offer  your  product  at  a  lesser 
price  and  provide,  as  I  talked  about,  the  quality  data  to  say  that 
you  are  doing  as  good  a  job  if  not  better  than  anyone  else,  for  the 
most  part  the  informed  consumer  will  purchase  that  plan. 


I  I  think  the  premium  discount  is  resJly  going  to  be  one  that  says 
we  can  offer  the  premium  for  less  money.  We  can  charge  less  for 
the  care  because  we  provided  this  in  the  package  and  that  ulti- 
mately it  has  greater  benefit  for  everyone  who  purchases  it. 

I  don't  have  a  percentage  number.  There  are  a  lot  of  numbers 
that  have  been  bandied  about  in  terms  of  workplace  wellness  pro- 
I     grams  but  not  a  lot  of  data. 

Mr.  Brown.  Do  any  of  the  rest  of  you  see  any  kind  of  necessity 
[I  for  premium  discount,  even  segmented  5  percent  for  smoking  ces- 
!  sation,  5  percent  for  weight  reduction,  5  percent  for  early  detection 
i  efforts?  Any  of  you  see  any  kind  of  support  for  that  or  any  need 
j     for  that? 

Mr.  Segal? 

Mr.  Segal.  Yes,  if  I  could,  Mr.  Brown,  put  it  in  the  broader  con- 
text of  the  first  question  you  proposed  to  Dr.  Schlackman,  and  that 
is  that  there  are  a  number  of  initiatives  underway  by  large  cor- 
porations, and  also  medium-sized  corporations,  and  some  that  are 
in  the  hundreds.  And  I  think  you  are  begging  the  question,  or  at 
least  I  am  interpreting  that,  relative  to  the  size  of  where  people 
should  be  under  some  kind  of  alliance  versus  whether  they  could 
be  a  corporate  alliance,  and  if  the  number  were  significantly  lower, 
who  knows  what,  500,  100,  there  are  a  number  of  employers  over 
a  hundred  who  provide  wellness  kinds  of  programs,  health  preven- 
tion kind  of  programs  that  if  they  were  all  relieved  of  the  authority 
and  just  said  give  a  check  to  the  employees  I  think  there  might  be 
a  lot  of  some  of  those  kind  of  programs. 

Mr.  Brown.  Anyone  else  want  to  comment?  If  that  is  all  right, 
Mr.  Chairman? 

Mr.  FiSHBElN.  Today,  many  employers  even  as  small  as,  say,  100 
lives  are  offering  work  site  health  promotion  programs  and  very 
often  those  programs  are  done  in  conjunction,  in  partnership  with 
their  health  insurance  plan,  and  it  is  hard  to  imagine  under  an  al- 
liance structure  where  the  employees  of  an  employer  might  be  in 
j      15  different  plans,  how  the  employer  could  have  a  partnership,  un- 
I      less  they  just  worked  with  all  15  of  the  plans  simultaneously, 
!      which  is  really  kind  of  hard  to  imagine  happening. 
I        Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Did  you  want  to  respond? 
!        Thank  you,  Mr.  Brown. 
!         Mr.  Kreidler? 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 
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Ms.  Lore,  Dr.  Fishbein  says  fee-for-service  plans  can't  survive  in 
a  mandatory  alliance  structure,  if  I  understood  him  correctly. 
Whether  that  is  good  news  or  bad  news  I  suppose  depends  on  your 
point  of  view. 

Do  you  agree  with  Fishbein's  prediction? 

Ms.  Lore.  Well,  of  course,  all  of  the — as  has  been  said  a  variety  i 
of  times  already  this  morning,  all  of  the  information  isn't  in,  but  | 
certainly  we  think  that  the  alliances  could  certainly  be  structured  j 
so  that  there  is  an  opportunity  for  fee-for-service  plans  to  continue  ' 
into  future  and  to  be  successful. 

In  fact,  we  are  extremely  supportive  of  always  maintaining  a 
choice  of  a  fee-for-service  plan,  at  least  one,  in  every  alliance.  In 
fact,  every  single  fee-for-service  plan  that  can  meet  all  of  the  re- 
quirements of  the  alliance  should  be  allowed  to  participate,  and  we 
are  very  supportive  of  that. 

Mr.  SCHLACKMAN.  I  think  one  of  the  difficulties,  however,  will  be  i 
to  provide  the  data  that  is  going  to  be  necessary  to  be,  if  you  will,  j 
certified  by  the  alliance.  The  data  collection  instruments,  I  think,  ' 
related  to  what  has  been  considered  to  be  fragmented  care  in  the  I 
sense  of  patients  g:oing  in  a  variety  of  different  ways  and  really  j 
very  little  opportunity  to  look  at  the  quality  of  care  delivered  by  in-  | 
dividual  providers  in  a  system  like  that  will  be  a  limitation,  and 
it  will  be  difficult,  I  think,  initially  certainly,  for  many  of  the  tradi- 
tional, if  you  will,  indemnity  carriers  to  provide  that  kind  of  infor-  | 
mation  that  it  looks  like  is  going  to  be  specified  to  be  able  to  be- 
come certified.  So  that  may  be  a  limitation  in  terms  of  data. 

Mr.  Kreidler.  Well,  I  think  that  is  probably  true.  That  is  prob- 
ably the  basis  of  the  New  England  Journal  of  Medicine's  report  on 
the  medical  malpractice  incidence  in  fee-for-service  as  opposed  to  | 
managed  care  a  couple  of  years  ago.  I 

Dr.  Fishbein,  you  told  Mr.  McMillan  that  you  didn't  care  whether  | 
the  mandate  is  on  the  individual  or  on  the  employer  as  long  as 
there  is  universal  coverage.  But  wouldn't  an  individual  mandate  ' 
without  an  employer  mandate  lead  to  the  same  adverse  selection  I 
problem  for  fee-for-service  plans?  | 

If  your  analysis  is  correct,  don't  you  have  to  have  employers  to 
deliver  groups  of  healthy  and  maybe  less  healthy  people  to  the  fee-  j 
for-service  plans?  i 

Mr.  Fishbein.  Yes.  We  would  like,  obviously,  a  cross  section  of  ! 
risks,  not  any  one  segment  of  the  risk.  But  there  does  need  to  be  ' 
an  employer-based  market  in  order  to  support  the  continued  exist-  i 
ence  of  fee-for-service  plans  in  order  to  avoid  anti-selection. 

Now,  the  mandate  is  not  necessarily  the  same  as  how  people  I 
choose  their  plan,  obviously,  but  as  long  as  there  are  groups  going  i 
into  the  fee-for-service  plans,  then  we  feel  it  will  be  possible  to 
maintain  them.  | 

Mr.  Kreidler.  Would  you  go  as  far  to  say  then  that  the  issue 
of  the  mandate,  whether  it  is  individual  or  an  employer,  isn't  a  ' 
major  concern  to  you?  I 

Mr.  Fishbein.  I  am  not  entirely  familiar  with  the  HIAA  position  i 
on  the  mandate,  except  to  say  that  the  position  is  there  does  need  i 
to  be  a  mandate  to  guarantee  universal  coverage,  and  universal  f 
coverage  is  fundamental  to  all  of  the  principles  of  health  care  re-  j, 
form  that  we  support.  I 
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Mr.  Kreidler.  And  that  should  be  something  that  is  mandatory 
from  the  standpoint  that  the  individual  or  employer—- that  we 
achieve  it  through  either  the  individual  or  through  an  employer 
mandate,  but  we  need  to  achieve  universal  coverage? 

Mr.  FiSHBElN.  Yes.  It  does  appear  that  some  sort  of  mandate  is 
necessary  to  do  that. 

Mr.  Kreidler.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Kreidler. 

Mr.  Wyden? 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

Dr.  Fishbein,  your  statement  that  high  cost  fee-for-service  plans 
are  not  going  to  be  able  to  survive  in  the  market  strikes  me  as  very 
startling  and  very  significant.  And  I  guess  my  question  is  why 
should  the  public  be  concerned  about  that  if  there  is  a  vigorous  set 
of  point-of-service  plans  that  are  available  which  offer  the  effi- 
ciencies of  managed  care  and  the  freedom  of  choice  of  fee-for-serv- 
ice at  a  premium  that  is  less  than  the  old  fee-for-service  plan? 

Mr.  Fishbein.  The  point-of-service  plans  as  they  are  defined  in 
the  bill  right  now  are  really,  as  Ms.  Lore  pointed  out,  not  what  we 
know  of  as  point-of-service  plans  today.  HMO's  that  are  offering 
point-of-service  plans  today  generally  offer  highly  restrictive  out-of- 
network  benefits.  They  are  designed  as  a  transition  product  to  en- 
courage people  to  enroll  in  an  HMO,  but  to  give  them  some  comfort 
factor  that  occasionally  they  might  be  able  to  get  at  least  some  ben- 
efit for  going  out  of  network. 

As  the  point-of-service  option  is  defined  now,  it  is  really  much 
more  like  a  PPO.  It  is  an  80/20  benefit.  In  fact,  subject  to  no  de- 
ductible, which  is  really  a  very  rich  feature,  for  going  out  of  net- 
work with  no  restrictions.  Most  HMO's  also  have  imposed  gate- 
keeper requirements  for  going  out  of  the  network  under  the  point- 
of-service  plan. 

If  the  point-of-service  option  as  currently  written  was  adopted, 
essentially  what  we  would  be  doing  is  making  all  HMO's  into  a  ver- 
sion of  a  fee-for-service  indemnity  plan,  and  I  think  you  would  see 
the  cost  of  HMO's  skjn-ocket  relative  to  where  they  are  today,  be- 
cause there  would  be  very  large  out-of-network  utilization. 

Also,  I  think  it  is  worth  noting  that  about  80  percent  of  the  popu- 
lation today,  even  though  most  have  that  choice,  have  chosen  not 
to  be  in  HMO  plans  and  have  chosen  to  be  in  either  fee-for-service 
or  PPO  plans.  So,  I  think  that  choice  is  fairly  important  to  the  pop- 
ulation. 

Mr.  Wyden.  I  just  think  what  you  are  saying  is  factually  incor- 
rect. I  mean  we  have  just  done  a  survey,  for  example,  of  the  point- 
of-service  plans  across  the  country.  There  are  a  number  of  them 
that  it  is  not  fair  to  say  that  they  are  highly  restrictive. 

And  frankly,  I  think  that  this  is,  you  know,  one  of  the  industry's 
attacks  on  a  model  that  really  does  insure  that  people  have  free 
choice  in  this  country.  And  maybe  it  is  going  to  make  it  tough  for 
some  of  you  all  to  run  these  deceptive  television  commercials  that 
you  have  been  running.  But  the  fact  of  the  matter  is  that  it  is  a 
chance  to  ensure  that  consumers  have  some  free  choice. 

Mr.  Fishbein.  Could  I  just  quickly  follow  up  on  that?  At  New 
York  Life  we  are  one  of  the  largest  providers  of  HMO  point-of-serv- 
ice plans  nationally.  We  were  one  of  the  first  to  develop  HMO 
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point-of-service  plans  and  we  have  over  150,000  members  nation- 
wide in  those  programs,  and  our  own  statistics  have  shown  that 
when  we  offer  an  80/20  benefit  the  out  of  network  utilization  is 
high  and  the  cost  is  significantly  greater  than  an  HMO,  but  when 
we  offer  a  benefit  such  as,  say,  a  60  percent  benefit  with  a  fairly 
large  deductible,  then  you  start  to  get  back  towards  the  controls 
that  HMO's  can  deliver. 

Mr.  Wyden.  Let  me  ask  you  another.  You  all  favor  these  vol- 
untary alliances  there  at  HIAA.  How  would  you  propose  that  under 
the  voluntary  alliances  it  would  be  possible  to  protect  the  high  risk 
groups  and  deal  with  some  of  the  special  concerns  that  they  face, 
cultural  concerns,  a  variety  of  concerns  that  could  be  injurious  to 
them? 

Mr.  FiSHBElN.  Well,  again,  we  would  urge  that  the  same  insur- 
ance market  reforms  be  applied  to  plans  both  inside  and  outside 
the  alliance.  So,  guaranteed  issue  of  coverage  to  all  groups  and  all 
individuals  within  a  group,  guaranteed  renewability,  elimination  of 
preexisting  condition,  and  so  forth,  should  be  applied  to  the  plans 
outside  as  well  as  inside.  So,  any  plan  would  be  required  essen- 
tially to  take  all  comers. 

Mr.  Wyden.  But,  you  know,  it  seems  to  me  that  marketing  can 
defeat  those  kinds  of  things,  and  I,  for  one,  am  interested  in  the 
idea  of  trying  to  make  the  alliances  more  flexible,  and  I  think  that 
there  would  be  strong  support  for  that. 

But  I  would  just  hope  that,  you  know,  we  not  just  get  into  a  situ- 
ation where  we  say  voluntary  alliances  but  no  real  standards  in 
terms  of  risk  adjustment  and  then  marketing  goes  out  to  defeat. 

Now,  one  question  I  might  have  for  you,  Ms.  Lore.  I  think  that 
you  raise  some  valid  points  about  point-of-service  and  we  are  inter- 
ested in  working  with  you  on  it.  I  have  already  indicated  I  think 
there  are  some  good  models. 

But  you  are  also  sajdng,  and  a  point  that  I  really  need  more  ex- 
planation on,  that  a  point  of  service  tracks  people  away  from  high 
cost  sharing  fee-for-service  plans.  Now,  this  strikes  me  as  one  of 
the  things  that  could  be  very  advantageous  under  a  good  model. 

Could  you  explain  a  little  bit  more  the  concern  that  you  have 
there? 

Ms.  Lore.  If  I  understand  you  correctly,  the  value  of  point-of- 
service  in  any  one  marketplace,  and  that  is  the  reason  that  Kaiser 
Permanente  in  many  of  our  regions  have  embarked  on  an  effort  to 
develop  these,  is  because  if  you  want — ^because  we  do  want  to  at- 
tract those  people  who  have  some  residual  hesitancy  or  some  con- 
cern about  being  in  a  basic  HMO  plan. 

It  is  not  going  to  swing,  and  it  is  not  designed  to  swing  or  attract 
people  into  our  plan  who  are  absolutely  committed  to  a  network  of 
physicians  or  a  free  choice  of  physicians  and  hospitals  that  is  out- 
side of  our  plan.  But  the  people  that  it  may  bring  in  are  those  folks 
who — ^within  a  family  unit  there  may  be  one  person  who  is  commit- 
ted to  a  physician  and  they  have  that  option.  So  that  is  the — ^when 
we  look  at  it  actuarily,  it  is  that  transition  over  time  as  that  person 
becomes  more  used  to  us. 

Mr.  Wyden.  Mr.  Chairman,  my  time  has  expired. 

I  think  the  suggestions  that  you  are  making  in  terms  of  point- 
of-service  are  constructive  and  we  can  work  with  you  all  to  try  to 
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get  those  kinds  of  models.  I  would  just  hope  that  we,  again,  not 
look  at  the  kind  of  argument  that  point-of-service  is  attracting  peo- 
ple away  from  high  cost  sharing  fee-for-service  plans  and  that  is  a 
bad  idea,  because  I  think  overall  with  a  good  model,  there  is  con- 
siderable merit.  I  think  your  suggestions  are  constructive  and  we 
want  to  work  with  you  on  them. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you,  Mr.  Wyden. 

I  want  to  thank  the  participants  of  this  panel.  I  think  you  have 
been  very  helpful  to  us.  We  may  even  have  some  additional  ques- 
tions for  you  for  the  record,  and  if  you  would  respond  in  writing 
we  would  appreciate  it. 

Thank  you. 

We  are  going  to  take  a  recess  now  until  2  o'clock.  We  will  recon- 
vene in  this  room  at  2  p.m. 

[Whereupon,  at  12:48  p.m.,  the  subcommittee  was  recessed,  to  re- 
convene at  2  p.m.,  this  same  day.] 

[The  following  statement  was  submitted:] 
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Impact  of  the  Proposed  American  Health  Security  Act  on  Public-Sector 
Managed  Care  Plans 

I  am  John  Bluford,  Executive  Director  of  Metropolitn  Health  Plan 
(MHP) ,  Minneapolis,  Minnesota,  and  Administrator  of  Hennepin  County 
Medical  Center.  I  appreciate  the  opportunity  to  provide  testimony 
regarding  the  impact  of  the  American  Health  Security  Act  on  public- 
sector,  managed  care  programs.  My  comments  will  be  limited  to 
those  concepts  within  the  proposed  Act  which  may  have  the  greatest 
impact  on  organizations  such  as  MHP.  The  one  qualifier  I  would  add 
is  that  definitive  opinion  is  difficult,  without  knowledge  of 
reform  to  be  enacted  with  respect  to  the  Medicaid  system. 

We  certainly  endorse  the  broad  principles  upon  which  this  Act  is 
based.  And  we  endorse  several  of  the  concepts  and  mechanisms  that 
are  being  proposed  within  the  framework  of  this  Act.  These  would 
include  the  basic  tenet  of  the  proposed  reform,  universal  coverage, 
the  pursuit  of  administrative  simplicity,  the  funding  of  graduate 
medical  education  across  all  providers,  and  recognition  of  the 
roles  of  Essential  Community  Providers  and  Academic  Medical 
Centers . 

The  first  question  that  we  have  asked  is,  will  there  be  a  need  and 
role  for  public  hospital-based  managed  care  plans?  We  firmly 
believe  that  there  will.  Public  sector  plans  already  have 
experience  with  vulnerable  populations.  It  is  the  public  sector 
plan  that  can  best  design  a  service  to  meet  the  needs  of  these 
special  populations,  and  it  is  also  the  public  sector  plan  which 
is  best  equipped  to  integrate  the  health  delivery  system  with 
public  health  and  social  service  systems  to  address  quality  of  life 
situations  to  impact  the  health  status  of  low  income  and  vulnerable 
populations.  A  public  sector  plan  may  provide  leverage  for  public 
hospitals,  strengthening  their  position  as  providers  and 
competitors . 

Our  greatest  concern  about  the  proposed  legislation  is  with  respect 
to  the  potential  harm  that  could  befall  our  public  hospital  system. 
The  public  system  exists  because  of  the  dramatic  gaps  and  unmet 
needs  left  by  the  private  system.  Objectives  of  this  Act  are  to 
provide  universal  coverage  and  mainstream  all  Americans.  There 
have  always  been,  and  we  suspect,  always  will  be,  populations  who 
are  not  covered  (e.g.  undocumented  workers);  it  also  remains  to  be 
seen  whether  the  private  sector  will  embrace  the  public  patient, 
particularly  in  view  of  the  proposed  cap  on  Medicaid  spending. 
Resource  requirements  to  accommodate  the  needs  of  special 
populations  are  considerable  (e.g.  cultural  differences, 
transportation  needs,  and  translators)  and  ever-changing;  the  cost 
to  the  private  sector  and  the  system  overall  would  be  prohibitive 
if  these  expenditures  were  to  be  replicated  at  all  provider  sites. 

We  also  believe  the  loss  of  disproportionate  share  payments  would 
be  particularly  destructive  to  America's  public  hospital  system. 
This  would  result  in  immediate,   sizable  shortfalls  to  our  public 
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hospitals,  where  costs  have  been  higher,  due  to  the  acuity  rates 
and  socioeconomic  and  cultural  variations  of  the  traditional 
patient  base  present  at  public  hospitals.  Under  this  Act,  the 
public  sector  health  plans  will  have  to  bid  with  the  regional 
health  alliance  against  other  health  plans  with  typically  younger, 
healthier  and  homogeneous  populations.  In  order  to  keep  premiums 
competitive,  the  public  sector  plan  will  be  forced  to  negotiate 
even  lower  payments  to  our  public  hospital,  thus  exacerbating  the 
financial  plight  of  the  institution.  The  magnitude  of  this  problem 
will  surely  increase  over  time  for  providers  enrolling  vulnerable 
populations,  especially  as  the  cap  on  increases  in  Federal  spending 
will  become  more  inhibiting  with  each  passing  year. 

There  are  several  other  facets  of  this  Act  that  we  have  questions 
about : 

-Implementation  of  Risk  Adjustment 

— It  is  not  clear  how  this  mechanism  will  work. 
We  would  like  to  state  that  it  is  imperative  that  the 
risk  adjustment  formulae  provide  adequate 
reimbursement  for  vulnerable  populations,  so  that  the 
basic  capitation  payments  need  not  be  unnecessarily 
inflated. 

-Implementation  of  Outcome  Measures 

— We  have  found  this    to  be  difficult  to  accomplish  on 
a  state  or  regional  basis;  this  is  likely  to  be 
difficult  to  accomplish  on  a  national  basis.  We  also 
question  how  these  measures  will  be  developed  in 
a  way  that  reflects  sensitivity  to  the  health  status 
of  the  older,  more  acutely  ill  or  chemically 
dependent  populations. 

-Geographic  Areas  Served 

— A  competitive  health  plan  will  need  to  provide 

excellent  geographic  access;  in  the  bidding  process 
with  the  alliances,  health  plan  markets  may  not  match 
the  geographic  boundaries  of  their  city,  district, 
or  county,  thus  introducing  a  series  of  questions 
with  regard  to  taxing  authority,  competition  with  the 
private  sector,  transportation  constraints,  etc. 

In  summary,  we  embrace  the  philosophical  intent  of  the  Act. 
However,  we  are  concerned  that  people  may  lose  sight  of  the 
importance  of  the  public  sector  care  system,  or  assume  that 
universal  coverage  will  remedy  the  financial  distress  experienced 
by  many  of  our  essential  community  providers.  It  is  important  that 
safeguards  be  developed  which  level  the  playing  field,  and  enable 
our  public  system  to  survive  and  compete  on  an  equitable  basis  with 
private  sector  providers  and  plans. 

Mr.  Chairman,  I  thank  you  and  the  Committee  for  the  opportunity  to 
provide  input,  and  would  be  pleased  to  respond  to  any  further 
questions  that  may  arise. 
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AFTER  RECESS 

Mr.  Waxman.  The  meeting  of  the  subcommittee  will  come  back 
to  order. 

On  our  next  panel,  we  will  hear  from  experts  on  risk  adjustment 
as  to  the  feasibility  of  adjusting  health  plan  premiums  under  the 
President's  bill  so  as  to  eliminate  the  incentive  to  avoid  high  risk 
patients. 

Stanley  B.  Jones  is  a  consultant  in  Washington,  D.C.,  and  was 
formerly  on  the  staff  of  the  Senate  Labor  ana  Human  Resources 
Committee. 

Bruce  Bowen  is  Executive  Consultant  to  the  Internal  Consulting  ! 
Service  of  the  Kaiser  Foundation  Health  Plan  in  Oakland,  Calif. 

Alice  F.  Rosenblatt  is  the  chairperson  of  the  Risk  Adjustment 
Work  Group  of  the  American  Academy  of  Actuaries. 

And  Edward  Neuschler  is  the  Director  for  Policy  Development  | 
and  Research  for  the  Health  Insurance  Association  of  America. 

We  welcome  you  all  to  our  hearing  today.  Your  prepared  state- 
ments will  be  in  the  record  in  full.  We  would  like  to  ask  each  of  i 
you,  if  you  would,  to  limit  your  oral  presentation  to  no  more  than 
5  minutes. 

Let's  start  with  Mr.  Jones. 

STATEMENTS  OF  STANLEY  B.  JONES,  ON  BEHALF  OF  ROBERT 
WOOD  JOHNSON  FOUNDATION;  BRUCE  BOWEN,  ON  BEHALF  ! 
OF  KAISER  PERMANENTE  MEDICAL  CARE  PROGRAM;  ALICE 
F.  ROSENBLATT,  CHAIRPERSON,  RISK  ADJUSTMENT  WORK  i 
GROUP,  AMERICAN  ACADEMY  OF  ACTUARIES;  AND  EDWARD  I 
NEUSCHLER,  DIRECTOR,  POLICY  DEVELOPMENT  AND  RE- 
SEARCH, HEALTH  INSURANCE  ASSOCIATION  OF  AMERICA  | 

Mr.  Jones.  Thank  you.  j 

What  I  would  like  to  do  orally  is  just  emphasize  from  my  experi-  i 
ence  how  insurers  can  go  about  risk  selection,  and  I  am  only  going  j 
to  mention  some  examples  that  can  be  done,  I  believe,  in  the  | 
framework  of  the  various  market  reform  proposals.  In  other  words, 
these  are  strategies  that  are  not  eliminated. 

I  would  also  say  that  these  are  things  that  are  done  presently 
in  the  market  by  clients  I  have  worked  with  who  are  very  sophisti-  | 
cated  in  these  matters  and  in  situations  that  are  comparable,  the  i 
nearest  thing  we  have  to  an  alliance  kind  of  structure.  The  exam- 
ple of  FEHBP  that  everyone  here  understands  is  one  of  the  places  i 
I  have  done  this  work.  | 

First  of  all,  what  you  do  is  you  do  research.  You  have  claims  ; 
files.  You  look  at  the  people  who  have  left  you  this  open  season  and 
the  earlier  open  seasons  and  you  divide  them  into  high  and  low  i 
users.  I 

You  hire  the  best  consulting  firms  in  the  country  who  know  how 
to  do  opinion  research.  You  talk  to  them  6  months  before  open  sea- 
son, during  open  season,  after  open  season  to  ask  them  why  did  ' 
they  do  what  they  did. 

The  goal  of  the  interview  is  to  find  characteristics  of  low  users 
that  are  different  from  high  users  that  you  can  capitalize  in  your 
marketing.  j 
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One  simple  characteristic  discovered  early  in  this  process  is  that 
low  users  really  don't  get  interested  in  open  seasons.  Most  don't 
even  crack  the  brochure  and  select  among  plans.  Health  care  isn't 
a  priority  with  them.  The  best  thing  you  can  do  to  keep  your  low 
users  is  not  do  anything  to  wake  them  up,  not  do  anything  to  dis- 
turb them. 

There  are  some  things  that  disturb  them.  One  is  raising  your 
premium  a  lot  in  a  year,  because  these  are  people  who  feel  they 
don't  get  much  out  of  the  insurance  and  they  get  angry  if  there  is 
a  big  jump.  They  expect  a  little  jump,  everybody's  premium  goes 
up  a  little  bit,  but  not  a  big  jump. 

So,  as  a  strategy,  if  you  want  to  market  yourself  among  others 
and  hold  your  low  users,  look  for  a  gradual  year-to-year  strategy. 
Don't  go  low  for  a  couple  of  years  and  then  jump  in  order  to  build 
up  reserves.  If  your  competitor  does  that,  let  him  go.  It  will  all 
come  home  to  roost  when  they  jump  in  a  couple  of  years  and  you 
will  steal  their  low  users  from  them. 

High  users  are  different.  High  users  shop.  They  look  at  the  bro- 
chure. They  study  it  carefully  because  they  have  got  a  whole  lot  at 
stake. 

On  the  other  hand,  they  are  slower  to  move.  Premium  increases 
don't  bother  them.  They  are  grateful  for  all  the  coverage  they  have 
got.  They  tend  to  look  more  for  what  doctors  are  on  your  panel  and 
whether  their  doctor  is  still  there  or  their  hospital  is  still  there. 

Therefore,  there  is  a  distinction  possible.  You  can  make  a  change 
in  your  panel  of  doctors.  You  can  tighten  it  down  from  year  to  year. 
The  low  users  won't  mind.  They  don't  even  know  who  their  doctor 
is  anjrmore.  In  response  to  surveys,  they  frequently  can't  even  re- 
memjber  his  name.  However,  the  high  users  will  mind  and  will 
leave  if  their  doctor  leaves  with  them. 

Bear  in  mind  that  we  are  talking  about  a  difference  in  usage  that 
is  very  extreme  and  that  some  25,  30  percent  of  employees  in  big 
groups  seldom — or  don't  get  a  claim  paid  in  a  year.  A  lot  of  people 
are  in  this  low  use  category. 

If  you  get  enough  of  them,  you  can  afford  to  pay  for  the  high 
users  you  have.  That  is  what  insurance  is  about.  And  most  of  the 
work  that  I  have  seen  done  is,  in  fact,  not  on  how  to  avoid  high 
users  but  how  to  keep  and  attract  low  users.  It  is  just  the  reverse 
of  what  we  tend  to  think  about  in  the  policy  process. 

There  are  other  things  you  can  do,  and  I  am  just  going  to  tick 
them  off  so  my  colleagues  who  have  some  potential  answers  to  this 
problem  see  the  magnitude  of  the  problem. 

One,  you  market  yourself  for  the  healthy,  not  the  well.  The 
image  you  want  conveyed  by  your  marketing  department  is  for 
healthy  people,  even  if  you  are  good  at  taking  care  of  the  sick,  and 
you  had  better  be,  because  if  you  have  them  you  are  going  to  keep 
them.  And  you  may  want  to  get  efficient  at  taking  care  of  the 
chronic  arthritic,  but  don't  get  known  as  good  taking  care  of  the 
chronic  arthritic  because  they  will  all  join  you  during  open  season. 
Market  yourself  for  the  healthy. 

Market  in  media  and  locations  that  the  healthy  or  low  users 
favor  based  on  your  studies  and  opinion  research.  Opinion  re- 
search, incidentally,  the  clients  I  have  worked  with  have  spent  mil- 
lions of  dollars  at  this  over  the  last  10  years. 
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Favor  new  or  younger  docs  in  your  plan,  credentialed  docs.  You 
want  to  be  and  look  quality  oriented,  but  younger  docs  who  haven't 
accumulated  a  clientele  of  sick  patients,  because  they  tend  to  bring 
their  patients  with  them  into  the  plan,  if  they  like  the  plan.  You 
can,  in  fact,  especially  with  specialists  want  to  pursue  this. 

All  in  all  there  are  a  variety  of  subtle  ways  you  can  market,  as 
rich  as  the  way  used  by  beer  companies  and  cigarette  companies 
and  as  hard  to  find,  and  particularly  hard  to  find  when  you  have 
many,  many  plans  competing. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Jones. 

[The  prepared  statement  of  Mr.  Jones  follows:] 
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STATEMENT     OF     STANLEY     B.  JONES 


Mr.  Chairman,  My  name  is  Stan  Jones.     I  am  a  consultant  on 
private  health  insurance-related  policy  issues  whose  work  is 
funded  primarily  by  philanthropic  foundations.     The  views  I 
present  today  are  based  on  work  done  recently  for  the  Robert  Wood 
Johnson  Foundation,  and  consulting  work  done  earlier  in  my  career 
for  private  insurance  -companies  involved  in  multiple  choice 
systems  where  risk  selection  is  a  major  problem. 

Risk  selection  is  one  of  the  most  important  barriers  to 
reform  of  the  health  care  market  to  encourage  competition  among 
health  plans  based  on  cost  containment  and  quality* of  services. 
As  you  know,  many  of  the  proposals  for  reform  would  enable  more, 
and  perhaps  all  Americans  to  choose  among  competing  health  care 
plans  based  on  their  premium  and  the  quality  of  their  service. 
The  idea  of  market  reform  is  to  encourage  health  plans  to  achieve 
competitive  (low)  prices  by  containing  the  costs  of  health  care 
for  their  enrollees,  rather  than  by  marketing  their  plans  to 
people  who  use  relatively  less  health  services  and  avoiding  as 
possible  those  who  use  relatively  more  health  services.  Insuring 
people  who  use  few  services  can  achieve  a  low  premium  much  faster 
than  containing  costs  for  people  who  use  a  lot  of  services. 

It  is  true  that  market  reform  proposals  include  a  number  of 
provisions  intended  to  ameliorate  the  risk  selection  problem. 
Most  propose  standardize  benefits,  as  well  as  a  process  whereby 
plans'  premiums  are  adjusted  up  or  down  to  reflect  the  extent  of 
favorable  or  adverse  risk  selection  they  have.     Some  proposals 
also  regulate  marketing  practices  by  insurers.    The  Clinton  plan 
makes  it  illegal  for  a  plan  to  differentiate  among  subscribers  or 
providers  based  on  the  perceived  health  care  utilization  of  the 
patient.    The  Cooper  plan  monitors  those  joining  and  leaving 
health  plans  to  see  if  there  is  a  trend  of  healthy  or  sick  people 
joining  or  leaving.     Finally,  some  proposals  introduce  what  they 
call  "reinsurance  pools"  for  people  who  use  a  lot  of  care.  All 
of  these  provisions  are  relevant  and  move  in  the  right  directions 
to  help  an  employer  or  alliance  manager  control  risk  selection 
and  contain  costs. 

At  present,  however,  we  do  not  know  how  to  ameliorate  risk 
selection  or  adjust  premiums  for  it  sufficiently  to  prevent  it 
from  destroying  competition  based  on  cost  containment  and 
quality. 

Knowledge  on  the  subject  can  pretty  much  be  summed  up  in  the 
truism  that  healthy  people  choose  less  comprehensive  benefits  and 
sick  people  choose  more  comprehensive  benefits.  This 
generalization  is  what  has  led  advocates  of  market  reform 
proposals  to  believe  standardizing  benefits  will  go  a  long  way 
toward  ameliorating  risk  selection. 

Working  knowledge  in  the  insurance  industry,  which  has 
invested  in  research  on  this  topic,  suggests  that  proposals  will 
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not  adequately  ameliorate  the  problem  of  risk  selection.     As  a 
rule  of  thumb,   insurers  involved  in  multiple  choice  arrangements 
like  those  envisioned  in  health  care  reform  hope  for  20%  (perhaps 
of  the  potential  risk  selection  to  be  corrected  by  premium 
adjustments . 

Working  knowledge  also  suggests  that  an  insurer  who  wants  to 
achieve  favorable  risk  selection  can  do  so  in  the  reforned  health 
insurance  market,  in  spite  of  the  above  provisions,  including 
"reinsurance  pools."    An  insurer  in  this  new  market,  in  fact,  in 
sheer  self  defense  against  other  insurers,  would  be  obliged  to  be 
sophisticated  about  risk  selection.     For  example,  an  insurer 
might: 

-  Invest  in  research  on  what  makes  healthy  and  sick  people 
join  or  leave  plans.     Interview  people  who  join  and  leave 
the  plan,  whose  health  services  use  is  known.     Find  out  what 
plan  features  and  market  images  attract  and  repel  people  who 
use  little  care  and  people  who  use  a  lot. 

Wherever  "discretionary  services"  are  permitted  by  the 
reform  legislation,  offer  the  benefits  known  to  attract 
healthier  or  lower  utilizing  subscribers. 

Invest  most  heavily  in  services  attractive  to  the  healthy. 
Staff  these  services  heavily,  to  maintain  short  appointment 
times.  These  include  family  practice,  internal  medicine, 
pediatric  and  obstetric  services.     Staff  specialty  services 
more  thinly,  for  longer  waiting  times,  especially  those  for 
the  chronically  ill. 

Try  to  avoid  including  in  your  physician  panel  generalists 
and  specialists  who  have  long  established  practices  in  town, 
and  are  known  to  be  skilled  at  treating  the  sickest  and 
toughest  cases;  they  may  bring  their  patients  along  with 
them  into  the  plan.     Instead,  try  to  include  very  highly 
credentialed  physicians  who  are  newer  to  the  area. 

Contract  with  the  prestigious  teaching  hospitals  on  a 
referral  basis  so  you  can  advertise  quality,  but  establish 
tough  protocols  for  who  gets  referred  there. 

Market  so  as  to  be  seen  as  the  plan  for  healthy  folks. 
Don't  advertise  as  the  best  in  town  at  taking  care  of  the 
chronically  ill,  even  if  its  true. 

-  Within  the  capacity  of  the  regulators  to  catch  you,  market 
and  make  your  services  most  accessible  to  work  sites  and 
institutions  where  healthier  people »  on  average,  are  found. 
Don't  ever  put  your  brochures  in  doctors  offices  or  clinics. 
Find  out  what  worries  your  low  users,  your  healthy  people, 
about  HMOs  (for  example)?    Structure  your  advertising  in 


577 


ways  that  feed  their  anxiety  so  they  stay  with  you.  There 
are  likely  to  be  scores,  even  hundreds  of  health  plans 
competing  within  an  Alliance;  there  is  no  way  they  can 
monitor  you  closely  enough  to  eliminate  these  practices. 

Operate  an  information  "800  number"  during  open  season  where 
trained  counsellors  ask  questions  of  potential  subscribers 
that  subtly  tilt  high  users  away  and  low  users  toward  the 
plan. 


Given  such  practices,  might  risk  selection  remain  so 
powerful  as  a  device  for  competition  in  the  reformed  health  care 
market  that  health  plans  practice  risk  selection  rather  than  cost 
containment  and  quality  assurance?    Could  high  quality  health 
plans  saddled  with  high  utilizing  subscribers  be  driven  from  the 
market?    Could  fear  of  risk  selection  force  health  plans  annual 
premiums  above  the  budgeted  targets  in  the  Clinton  plan  -  or  the 
informal  targets  in  other  proposals?    Could  subscribers  be 
attracted  into  plans  with  good  risk  selection  by  low  premiums, 
and  away  from  more  efficient  plans ;  thereby  increasing  the  costs 
of  the  whole  system? 

The  answer  is,  "yes*"    The  challenge  is  to  develop  policy 
tools  to  allow  risk  selection  to  be  controlled  over  time. 
Following  are  some  suggestions. 

First,  a  "Manhattan  project"  might  be  launched  by  the 
president  and  congress  to  find  short  term  working  solutions  to 
this  problem.    They  might  test  available  approaches,  define 
processes  of  calculation  and  negotiation  that  employers  and 
alliances  might  use  until  better  tools  are  available  -  and  define 
the  research  needed  to  develop  these  tools. 

Then,  resources  need  to  be  appropriated  to  fund  research  on 
a  long  term  algorithm  for  adjusting  for  risk  selection.  The 
government  and  employers  in  general  are  way  behind  the  insurers 
in  funding  such  research-     It  has  even  been  neglected  by  the 
Federal  Employees  Health  Benefits  Program,  whose  performance  has 
been  racked  by  risk  selection  for  decades.    Some  insurers, 
however,  have  invested  heavily  and  well;  they  can  select  an 
employer's  risks  and  they  will  never  know  it  is  happening. 

Second,  we  might  allow  alliances  to  use  actuarial  tools 
supplemented  by  business  judgements  and  negotiation  to  make  more 
extensive  risk  adjustments  than  are  possible  with  existing 
algorithms.    Actuaries  can  estimate  the  range  of  probable 
favorable  or  adverse  selection  among  competing  plans.     A  study  of 
the  Federal  Employees  Health  Benefits  Plan  by  the  Library  of 
Congress  used  such  techniques  to  estimate  the  risk  selection 
between  FEHBP's  high  and  standard  option  plans.   (They  differed  in 
premium  by  almost  100%  while  their  benefits  differed  by  only  5%  - 
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the  cause  is  selection  1 ) .     A  number  of  national  benefit 
consulting  firms  have  done  similar  work.     While  the  estimates  of 
how  much  of  the  difference  in  premium  results  from  risk  selection 
and  how  much  results  from  efficiency  is  not  precise y  far  more 
agreement  is  possible  about  the  range  of  likely  risk  selection 
than  can  be  achieved  by  current  algorithms.     The  Clinton  proposal 
currently  prohibits  use  of  any  but  the  nationally  approved 
formulae  for  risk  selection. 

Third,  tough  penalties  should  be  written  in  the  law  for 
health  plans  found  to  be  discriminating  among  providers  of  care 
or  subscribers  based  on  likely  use  of  care.     For  example,  loss  of 
certification  as  a  health  plan,  freezing  new  marketing  for  a 
period  of  years,  expulsion  from  an  alliance's  market,  or  heavy 
monetary  penalties.    Monetary  penalties  might  also  be  established 
for  opinion  firms  that  collaborate  in  this  discrimination  by 
doing  opinion  and  market  research  used  in  risk  selection. 

Lastly,  alliances  might  be  left  free  to  limit  the  number  of 
plans  that  compete  in  their  area.    No  policy  maker  would  tell 
General  Motors  they  have  to  offer  their  employees  every  certified 
health  plan  in  their  areas.     It  would  be  unmanageable.  Moreover, 
we  assume  G.M.  might  want  to  select  the  most  promising  plans  and 
contract  with  them  in  the  hopes  of  achieving  more  rapid  progress 
toward  cost  containment  and  quality  of  care.    We  would  expect 
them  to  use  management  judgement.  We  might  allow  the  Alliance  to 
manage  as  business  people  manage. 

Some  proposals  for  reform,  however,  require  alliancee  to 
contract  with  all  certified  plans  -  except  under  dire 
circumstances.    This  is  unmanageable.    The  current  technology  for 
measuring  and  managing  risk  selection  will  not  permit  an  alliance 
to  manage  such  a  bewildering  array  of  plans  who  are  increasing 
their  sophistication  on  how  to  achieve  favorable  selection. 


Concluding  Observations: 

Not  all  approaches  to  health  care  reform  entail  all  of  the 
risks  and  costs  of  risk  described  above.    The  "single-payer" 
system,  or  "Medicare  for  all"  approach,  for  example,  would 
require  far  less  concern  with  risk  selection  among  plans. 

Under  the  market  reform  approach  to  cost  containment  and 
quality  assurance,  the  idea  of  being  at  risk  is  the  core 
incentive  to  health  plans.     Risk  selection  is  a  flaw  in  this  very 
cor«  of  the  market  reform  approach.    Risk  selection  must  be 
corrected  for  or  this  approach  to  health  reform  will  fail. 
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Mr.  Waxman.  Dr.  Bowen? 

STATEMENT  OF  BRUCE  BOWEN 

Mr.  BowEN.  I  am  Bruce  Bowen,  and  I  am  representing  the  Kai- 
ser Permanente  Medical  Care  Program.  I  want  to  thank  you,  Mr. 
Chairman,  and  members  of  the  committee,  for  this  opportunity  to 
speak  to  you. 

Competition  among  health  plans  should  be  based  upon  a  com- 
bination of  price,  quality  of  care  and  quality  of  service.  Selection 
bias  hinders  consumers  from  making  informed  choices  among 
health  care  plans  by  masking  differences  in  efficiency  and  creating 
distorted  prices. 

Continued  selection  bias  will  undermine  multiple  offerings  under 
health  care  reform  and  could  threaten  the  viability  of  alliances. 
Adopting  standard  comprehensive  benefit  packages,  periodic  open 
enrollment  periods  and  community  rating  will  reduce  selection 
bias. 

However,  it  is  also  important  that  multiple  choice  systems  incor- 
porate sound  methods  to  ensure  differences  in  underlying  risks 
among  health  plan  membership  and  to  appropriately  adjust  prices 
based  on  these  differences. 

This  can  be  thought  of  as  a  two-step  process:  risk  assessment 
and  risk  adjustment.  Risk  assessment  is  the  measurement  of  that 
risk,  and  risk  adjustment  is  the  altering  of  the  pajrments  to  health 
plans  in  order  to  account  for  it. 

The  best  short-term  prospects,  we  believe,  for  risk  assessment 
are  approaches  which  use  demographic  information  and  self-re- 
ported health  status  to  measure  risk.  These  methods  have  been 
found  to  be  relatively  accurate  for  large  groups,  the  size  we  would 
find  in  health  alliances.  They  provide  the  best  available  means  of 
measuring  risk  and  adjusting  for  much  of  the  differences  in  under- 
lying risk  among  groups. 

Methods  which  use  clinical  and  diagnostic  information  to  predict 
risk  are  being  developed  and  are  a  promising  longer  term  option. 
A  model  which  uses  diagnostic  information  to  compensate  plans 
retrospectively  for  especially  high  cost  cases  has  been  developed  for 
New  York  State's  small  group  and  individual  insurance  pool  and 
could  also  be  applied  on  a  broader  scale  in  the  short  term. 

Before  going  on,  I  think  it  is  important  to  remind  you  that  risk 
adjustment  is  only  part  of  a  whole  package  of  things  which  are  part 
of  the  administration's  proposal  to  reduce  selection  bias  and  that 
all  of  the  responsibility  for  dealing  with  the  problem  of  selection 
bias  can't  rest  on  the  adjustment  scheme  itself,  but  must  rest  on 
the  factors  which  Gary  Claxton  outlined  this  morning  to  the  com- 
mittee, which  include  the  standardized  benefit  package,  regulation 
of  marketing  behavior  or  plans,  a  whole  list  of  things. 

When  we  are  looking  at  risk  assessment  models,  however,  there 
are  four  criteria  which  I  think  it  is  important  to  take  into  account. 
First  is  accurate.  They  need  not  predict  the  individual  enrollee 
risk,  however,  but  should  accurately  predict  the  risk  for  the  sub- 
group of  people  who  choose  each  plan.  Now,  this  is  an  important 
distinction.  Many  of  the  people  who  talk  to  you  about  selection  bias 
and  risk  adjustment  mechanisms  use  the  standard  that  it  must  be 
able  to  predict  at  the  individual  level.  That  is  not,  we  believe,  nec- 
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essary.  After  all  health  plans  have  collections  of  individuals.  It  is 
not  critical  to  predict  which  person  has  the  heart  attack,  just  how 
many  heart  attacks  there  will  be  in  a  particular  group. 

Of  course,  the  best  test  of  whether  a  risk  assessment  mechanism 
is  accurate  or  not  is  whether  it  makes  the  health  plans  indifferent 
to  the  health  risks  that  they  receive. 

A  second  test  is  lack  of  bias.  A  model  that  consistently  forecast 
lower  than  expected  costs  for  one  subgroup  and  higher  than  ex- 
pected costs  for  another  would  not  meet  the  lack  of  bias  test.  For 
example,  many  models  which  use  prior  utilization  to  measure  risk 
may  reward  plans  with  unnecessary  utilization  by  systematically 
overpredicting  the  relative  risks  of  those  subgroups  of  enroUees 
who  have  higher  utilization. 

Lack  of  bias,  particularly  against  efficient  health  plans,  is  more 
important  than  the  accuracy  of  the  model,  although  both  should  be 
considered  when  choosing  a  risk  assessment  model. 

We  believe  primarily  that  prospective  approaches  are  those  that 
are  critical.  We  have  a  lot  to  learn  about  measuring  risk.  Most  in- 
surers, health  plans  and  actuaries  have  been  doing  it  for  many 
years.  There  are  methods  available  to  do  it  and  more  sophisticated 
models  are  on  the  way. 

In  summary,  I  think  that  we  believe  that  until  more  accurate 
models  are  developed  demographic  information,  self-reported 
health  status,  and  a  mechanism  similar  to  New  York's  to  com- 
pensate plans  for  high  cost  cases  will  provide  an  acceptable  and  ac- 
curate practical  interim  solution  to  the  problem. 

Mr.  Waxman.  Thank  you  very  much,  Dr.  Bowen. 

[Testimony  resumes  on  p.  608.] 

[The  prepared  statement  of  Mr.  Bowen  follows:] 
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TBSTZMomr  or  kaiser  foumdatzoii  health  plav,  zvc. 

Before  the  Subcommittee  on  Health  and  the ' EiiVironment 
House  Energy  and  Commerce  Committee 

December  9,  1993 


I.  INTRODUCTION 

Mr.  Chairman  and  Members  of  the  Subcommittee.     I  am  Bruce 
Bowen,  PhD,  Executive  Consultant  for  Kaiser  Foundation  Health 
Plan,  Inc.     I  am  representing  the  Kaiser  Permanente  Medical  Care 
ProgreuB  ("Kaiser  Permanente").    Kaiser  Permanente  is  a  prepaid 
group  practice  program  which  serves  over  6.5  million  voluntarily 
enrolled  members  in  sixteen  states  (California,  Oregon, 
Washington,  Hawaii,  Colorado,  Ohio,  Texas,  Maryland,  Virginia, 
Connecticut,  New  York,  Massachusetts,  North  Carolina,  Georgia, 
Kansas,  and  Missouri)  and  the  District  of  Columbia.     It  is  the 
largest  private  health  care  program  in  the  United  States  with 
over  90,000  employees  and  over  9,000  full-time  equivalent 
contracting  physicians. 

Kaiser  Permanente  provides  services  in  12  operating 
Regions.     In  each  Region,  Kaiser  Permanente  is  conducted  by  three 
separate  organizations:    Kaiser  Foundation  Health  Plan,  Inc.,  or 
one  of  its  subsidiary  Health  Plans,  each  of  which  is  a  federally 
qualified  health  maintenance  organization  ("HMO") ;  Kaiser 
Foundation  Hospitals  ("Hospitals");  and  one  of  12  Permanente 
Medical  Groups  ("Medical  Groups"),  each  of  which  is  an 
independent  multi-specialty  group  of  physicians. 

Kaiser  Permanente  accepts  the  responsibility  of  organizing 
and  providing  health  care  on  a  prepaid  group  practice  basis. 
People  who  enroll  in  Kaiser  Permanente  receive  a  full  range  of 
prepaid  health  care  services.    Hospitals  or  Health  Plan  owns  and 
operates  hospitals,  medical  offices,  laboratories,  rehabilitation 
and  mental  health._facilities. 

We  welcose  the  opportunity  to  describe  how  risk  assessment 
and  risk  adjustment  can  work  to  reduce  selection  bias  in  a  health 
reform  program  under  which  consumers  are  offered  a  choice  of 
coiq>eting  Health  Plans. 

II.  THE  PROBLEM  OF  SELECTION  BIAS 

Competition  among  Health  Plans  should  be  based  on  a 
combination  of  price,  quality  of  care  and  quality  of  service. 
Selection  bias  occurs  for  a  variety  of  reasons  and  hinders 
consumers  from  making  informed  choices  among  Health  Plans  by 
limiting  Health  Plan  offerings,  masking  differences  in  efficiency 
and  creating  distorted  prices.    Continued  selection  bias  will 
undermine  employer-based  multiple  offerings  and  under  health  care 
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reform,  and  could  threaten  the  viability  of  Health  Alliances. 
Adopting  standard  comprehensive  benefit  packages,  periodic  open 
enrol  lament  and  conunity  rating  can  reduce  selection  biap. 
However,  it  also  is  iiqportant  that  multiple  choice  systems 
incorporate  sound  methods  to  measure  differences  in  underlying 
risk  among  Plan  membership  and  to  appropriately  adjust  prices 
(premiums  or  payments)  based  on  these  differences.    This  can  be 
thought  of  as  a  two  step  process:    risk  assessment  and  risk 
adjustment. 

Population  or  group  based  methods  for  risk  assessment  have 
been  aggressively  researched  and  developed  in  recent  years. 
Currently,  the  best  short  term  prospects  for  risk  assessment  are 
approaches  which  use  demographic  information  and  self -reported 
health  status  to  measure  risk.    These  methods  have  been  found  to 
be  accurate  for  large  groups  (with  at  least  1000  individuals) . 
They  provide  the  best  available  means  of  measuring  risk  and 
adjusting  for  much  of  the  differences  in  imderlying  risk  among 
groups.    Methods  which  use  clinical  and  diagnostic  information  to 
predict  risk  are  being  developed  and  are  a  promising  long  term 
.  option. 

A  model  which  uses  diagnostic  information  to  compensate 
Plans  retrospectively  for  especially  high  cost  cases  has  been 
developed  for  New  York  State's  small  group  and  individual 
insurance  pool. 

III.     RISK  ASSESSMENT  AND  ADJUSTMENT 

Risk  assessaeat  refers  to  those  analytic  techniques  used 
to  measure  the  risk  in  groups  of  people  selecting  different 
Health  Plans.    The  goal  of  risk  assessment  is  to  accurately 
measure  differences  in  expected  costs  of  subgroups  of  a  defined 
population  in  order  to  determine  the  amount  by  which  the 
subgroups  differ  in  their  underlying  risk.    Differences  in  costs 
among  Health  Plans  exist  for  a  variety  of  reasons,  including 
efficiency,  quality,  delivery  system  characteristics,  benefits 
and  the  health  of  enrollees.    Risk  assessment  is  focused  on  the 
portion  of  the  differences  which  is  attributable  to  the  health 
services  needs  (health)  of  the  enrollees.    There  are  a  variety  of 
predictive  factors  and  statistical  methods  which  have  been  used 
to  measiire  the  relative  risk  of  subgroups.    Most  of  the  rest  of 
this  testimony  deals  with  the  measurement  of  risk. 

Risk  adjustaemt  refers  to  techniques  used  to  compensate 
for  the  risk  differences  found  in  the  risk  assessment.    The  goal 
of  risk  adjustment  is  to  ensure  that  persons  choosing  and  paying 
for  health  care  coverage  face  the  "correct"  prices  for 
alternative  Health  Plans  —  prices  which  are  free  from  the 
effects  of  risk  differences  among  the  Plan  enrollees.    This  can 
be  accomplished  by  adjusting  the  premium  amount  or  the  amount 
paid  to  Health  Plans  by  Health  Alliances  so  that  Plans  with 
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higher  average  risks  receive  more  money  than  Plans  with  lover 
average  risks.    Either  action  will  reduce  the  effect  of  risk  on 
price  and  allow  consximers  to  choose  a  Plan  based  on  efficiency, 
quality  and  access  considerations. 

IV.        CRITERIA  FOR  EVALUATING  RISK  ASSESSMENT  METHODS 

When  examining  risk  assessment  methodologies  it  is 
important  to  keep  in  mind  the  criteria  which  they  should  meet  for 
acceptance . 

1.  Accuracy.    How  closely  does  the  risk  assessment  model 
under  consideration  predict  the  health  care  service  requirements 
(measured  as  costs  not  premiums)  of  groups  of  enrollees?  As 
stated  above,  the  risk,  assessment  model  need  not  predict 
individual  enrollee  risk  but  should  accurately  predict  the  risk 
for  the  subgroup,  with  individual  variations  averaged  over  the 
group.    An  appropriate  measure  of  how  well  a  group's  service 
requirements  are  predicted  is  the  "mean  prediction  error'." 
Statistics  such  as  "R-squared"  and  the  "P-statistic"  are 
generally  examined  during  the  development  of  a  risk  assessment 
model;  however,  they  are  not  the  best  tests  of  a  model's  overall 
performance. 

Of  course  the  best  test  of  all  is  whether  the 
assessment  and  adjustment  mechanism  is  sufficient  to  make  Health 
Plans  indifferent  to  the  health  risks  of  their  enrollees  and 
potential  enrollees. 

2.  Lack  of  Bias,    Are  differences  between  a  group's 
actual  cost  and  predicted  cost  (based  on  the  risk  assessment 
model)  randomly  distributed  or  systematically  skewed?    For  risk 
measurement  to  be  useful,  there  should  be  no  systematic  biases  in 
the  results  provided.    A  model  that  consistently  forecasts  lower 
than  expected  cost  for  one  subgroup  and  higher  than  expected 
costp  for  another  (e.g.,  male  vs.  female,  young  vs.  old,  members 
of  one  Plan  vs.  another)  would  not  meet  the  lack  of  bias  test. 
For  example,  s<»e  models  which  use  "prior  utilization"  to  measure 
risk  may  reward  Plans  with  \mnecessary  utilization  by 
systematically  over-predicting  the  relative  risk  of  those 
subgroups  of  enrollees  who  have  higher  utilization.    Lack  of 
bias,  particularly  bias  against  efficient  Health  Plans,  is  more 
important  than  the  accuracy  of  models,  although  both  should  be 
considered  when  choosing  a  risk  assessment  model. 


'  Hw  'nMa  pndictioB  error'  ii  awMured  a>  the  wauDBtion  (acron  groups)  of  tte  diffferenoes  between 
actiHl  and  predicted  meaB  coeti,  divided  by  the  toUl  number  of  obaervationf :  (^(Actual  -  Predicted))/N. 
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3.  Practic^ity/Saso  of  Administration.    Can  the  model 
be  easily  and  cost-effectively  applied  in  "real-life"  situations? 
Goals  of  statistical  accuracy  and  lack  of  bias  nust  be  balanced 
against  the  cost  of  gathering  appropriate  information.  Thus, 
measures  that  can  be  easily  explained,  and  for  which  data  either 
already  exist  or  can  be  gathered  at  modest  cost,  are  to  be 
favored  over  models  which  require  extensive  or  customized 
information  gathering. 

4.  Immunity  to  Gaming/Manipulation,    Does  the  model  rely 
on  information  that  can  be  influenced  or  altered  to  gain 
strategic  advantage  by  individuals  or  participating  Plans?  For 
risk  assessment  to  be  credible  and  objective,  there  should  be  no 
incentives  for  participating  Plans  or  individuals  to  either  alter 
the  data  reported  or  to  benefit  unfairly  by  practices  they 
control . 

V.         PROMISING  INTERIM  METHODS 

While  there  is  certainly  a  lot  to  learn  about  measuring 
risk,  most  insurers.  Health  Plans,  and  actuaries  have  been  doing 
it  for  many  years.    There  are  methods  available  to  measure  and 
adjust  for  risk  until  the  development  of  more  sophisticated  and 
more  accurate  methods  is  completed. 

Prospeotive/RetrospeotiTe  Metliods 

Prospective  approaches  to  risk  adjustment  are  highly  preferred 
over  retrospective  approaches  because  they  create  the  appropriate 
incentives  for  both  Plans  and  consumers. 

Demographio  Models 

The  best  short  term  prospects  for  risk  assessment  are  models 
which  use  demographics  and  self -reported  health  status. 
Demographics  are  the  easiest  to  administer,  the  cheapest  to 
collect,  unbiased  as  to  delivery  system,  and  neeurly  impossible  to 
game.    Nhsn  self -reported  health  status  is  added  to  demographic 
Information,  accuracy  is  ijq;>roved  at  a  relatively  small  price  in 
terms  of  data  collection  costs'  and  gamability.    Models  based  on 
demograi^ics  and  self-reported  health  status  explain  a  high 
proportion  of  the  variation  in  risk  among  groups.    In  addition, 
self-reported  health  status  does  not  introduce  any  delivery 
system  biases. 


'  In  ooB  project  wUck  M  cwnatij  Mderwqr.  Iks  coit 
per  penoa.  Ib  e  large  eoployer  gftmp  or  a  HraMk  AUtaMe,      data  ooold  be  collected  oo  a  aaaqple  ban*. 
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High  Cost  c«s«  Pools 

A  diagnosis-based  model  which  only  focuses  on  particularly  high 
cost  cases  has  been  developed  for  New  York  State.    The  New  York 
State  methodology  pays  Health  Plans  retrospectively  for  the  high 
cost  cases,  and  it  sets  fixed  payments  prospectively  for  a 
defined  set  of  conditions.    This  is  in  contrast  to  traditional 
reinsurance  pools  which  often  just  pay  for  claims  retrospectively 
that  are  over  some  minimum  value.    These  reinsurance  pools  tend 
to  discourage  management  of  the  high  cost  care  which  they  are 
reimbursing.    The  New  York  State  methodology  overcomes  this 
disadvantage  because  the  conditions  are  established  prospectively 
and  the  payments  are  fixed  and  independent  of  the  actual  costs 
incurred  by  the  Health  Plan. 

self  reported  Health  Status 

Measures  of  health  status  can  be  added  to  demographic  information 
to  increase  the  accuracy  of  predictions  and  improve  the 
measurement  of  relative  risk.    Health  status  can  be  ascertained 
either  through  questionnaires  (self -reported)  or  through 
information  such  as  diagnoses,  treatment,  prescription  drug  use, 
and  past  claims  data. 

An  example  of  self  reported  health  status  is  the  set  of  survey 
questions  (the  RAND  36) ,  developed  by  RAND  during  the  Health 
Insurance  Experiment^,  which  has  been  widely  used  to  measure 
functional  health  status.    The  Bay  Area  Business  Group  on  Health 
(BBGH)  recently  administered  a  shortened  version  of  the  RAND  36 
to  the  employees  of  nine  large  companies  in  the  San  Francisco  Bay 
Area.    Their  goal  is  to  evaluate  the  use  of  this  methodology  for 
risk  assessment  and  adjustment.^    Research  thus  far  has  sho%m 
that  models  using  this  information  are  unbiased,  and  tests  of 
their  accuracy  are  promising.^    The  models  may  be  susceptible  to 


'  Stewart,  AL,  Ware,  JE,  Brook,  RH.  aad  Dinriea-Av«y,  A.  ToewyhialiTation  of  Health  for  Adulte  in 
the  Health  Innaace  Study,  Vdwe  n,  Pfcywcal  Health  k  Tenne  of  FiiMiinBing."  Santa  Moaka,  CA:  the  RAND 
Cocpofatkm.  Publicatioa  No.  R^ISm-HEW,  1978. 


*  BBOH.  tha  iMtitata  for  Health  Policy  Stiidiea  of  UCSF.  mi  Kaiaer  PeraMoeale  have  recdved  a  gnat 
firoa  the  Robert  Wood  lolaaoaFoiadatMO  to  fond  ao  expanded  The  inveatifalon  are  Patricia 

PMven,  Hal  UR.  Mark  Hombrook,  mi  Bruce  Bowcn. 


'  Mark  Hombrook  at  the  Center  for  Health  Reaeaich  hai  found  tiMt  when  using  member  level  data,  the 
mean  predictiQn  errors,  aa  meaaured  in  a  landom  half  aaaople  of  the  population  used  to  conatract  the  model 
(N«S00O),  are  leas  ttan  1%  of  total  coats  when  using  a  angle  equation  ragrrasion  model  with  all  36  scale  itema 
and  demographic  variablea. 
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gaaing  and/or  manipulation  sine*  they  are  based  upon  subjective 
responses  by  individuals. 


VI.  THE  FUTURE 

The  futxire  of  risk  assessment  methodology  is  in  diagnosis 
based  models.    However,  these  models  have  not  been  sufficiently 
developed  and  tested  to  be  used  for  several  years.    Many  of  the 
current  models,  Ambulatory  Cost  Groups  (ACGs*) ,  Diagnostic  Cost 
Groups  (DCGs^) ,  and  others,  were  developed  for  other  purposes  or 
for  different  populations  and  need  additional  work.     In  addition 
nearly  all  of  the  diagnoses  related  models  require  data  that  are 
not  routinely  or  uniformly  collected  by  all  Health  Plans. 

VII .  CONCLUSION 

While  even  more  accurate  models  are  developed,  a  model 
which  combines  demographic  information,  self-reported  health 
status  and  a  mechanism  like  New  York's  to  compensate  Plans  for 
especially  high  cost  cases  will  provide  an  acceptable  and 
practical  interim  model  for  risk  assessment  and  adjustment  in 
Health  Alliances  in  the  near  term. 

Kaiser  Permanente  has  prepared  a  paper  on  risk  assessment 
and  risk  adjustment  models  which  we  are  providing  the 
Subcommittees  as  Exhibit  1  in  our  written  testimony.    He  also  are 
working  on  specific  methods  for  adjusting  premiums  in  Health 
Alliances  to  implement  risk  adjustment  and  will  provide  the 
Subcommittee  with  our  work  %rhen  it  is  co^;>leted. 


*  Wmbt.  J.P..  SiMfiald.  B.H..  ^TlMWFTy.  D.M..  Moafotd.  L.M.,  "Developmeat  aod  AppUcatioa  of 
a  Popuiitiott-Orieted  McMwe  of  AMmlmi)  Can,'  Ifediad  Cwb,  29(S).  May  1991. 


^AA,  A.,PonU,  P..  Onwhwi.  L..  Sawwtt,  E.  aed  Baiter,  A.  'AdiiMgiiit  Medicare  Capitation  Payments 
Using  Prior  Hospitalization  Dmb,*  Heakh  Can  Pbmtditg  Udew,  10(4).  Snnmer  1989,  pp.  17-29. 
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RISK  ASSESSMENT  AND  ADJUSTMENT 


Executive  Summary 

The  purpose  of  this  paper  is  to  provide  input  into  the  current  debate  regarding  selection 
bias  which  is  occurring  in  both  the  public  policy  and  employer  conununities.  This 
document  briefly  reviews  the  causes  and  effects  of  biased  selection  and  offers  a 
summary  of  the  accumulated  knowledge  on  ways  to  address  it,  focusing  primarily  on 
risk  assessment  and  risk  adjustment.  It  outlines  both  short  and  long  term  prospects  for 
a  large  scale  system  of  risk  assessment  and  adjustment 

Selection  bias  has  become  a  serious  issue  in  situations  where  consumers  are  offered  a 
choice  of  health  plans.  Selection  bias  occurs  for  a  variety  of  reasons  and  hinders 
consumers  from  making  informed  choices  among  health  plans  by  limiting  health  plan 
offerings,  masking  differences  in  efficiency  and  creating  distorted  prices.  Ideally, 
competition  among  health  plans  should  be  based  on  a  combination  of  price,  quality  and 
access  to  providers.  When  constmier  prices  are  distorted  as  a  result  of  selection  bias, 
health  plans  have  incentives  to  compete  against  one  another  for  the  healthiest 
individuals  and  groups.  Continued  selection  bias  will  imdermine  employer-based 
multiple  offerings  and  will  threaten  the  viability  of  Health  Alliances,  (and  possibly 
individual  participating  plans)  if  they  are  incorporated  into  health  care  reform. 
Therefore,  it  is  essential  that  multiple  choice  systems  incorporate  soimd  methods  to 
measure  differences  in  imderlying  risk  among  plans  and  to  appropriately  adjust  prices 
(premiums  or  monthly  contributions)  based  on  these  differences. 

Selection  bias  is  exacerbated  by  common  insurance  practices,  including  benefit  package 
designs,  underwriting  procedures,  and  pricing  practices.  It  can  be  reduced  by 
standardizing  benefits  and  mandating  consistency  in  imderwriting  and  pricing. 
However,  residual  differences  in  the  imderlying  risk  of  groups  in  different  health  plans 
will  remain  and  can  be  addressed  through  risk  assessment  and  adjustment. 

Population  or  group  based  methods  for  risk  assessment  have  been  aggressively 
researched  and  developed  in  recent  years.  Currently,  the  best  short  term  prospects  for 
risk  assessment  are  approaches  which  use  demographic  information  and 
self-repoited  health  status  to  measure  risk.  These  methods  have  been  found  to  be 
accurate  for  large  groups  (with  at  least  1000  individuals).  They  provide  the  best 
available  means  of  measuring  risk  and  adjusting  for  much  of  the  differences  in 
underlying  risk  amoi^  groups.  Methods  which  use  clinical  and  diagnostic 
information  to  predict  risk  are  being  developed  and  are  a  promising  long  term 
option.  A  model  which  uses  diagnostic  information  to  compensate  plans 
retrospectively  for  especially  high  cost  cases  has  been  developed  for  New  York 
State's  small  group  and  individual  insurance  pool,  and  could  be  applied  on  a  broader 
scale  in  the  short  term. 

Several  risk  adjustment  techniques  have  been  developed  and  can  be  used  in  either 
employer-based  systems  of  multiple  offerings  or  in  Health  Alliances.  The  best  of  these 
techniques  are  prospective  in  nature,  removing  the  effects  of  risk  from  the  prices 
consumers  see  when  making  their  health  plan  choices.  Appropriate  prospective 
adjustments  will  ensure  that  consumers  face  "correct"  or  undistorted  prices,  so  that 
they  can  make  health  plan  purchasing  decisions  based  on  quality,  access  and  price. 
This  will  also  ensure  that  health  plans  that  enroll  higher  risk  populations  are  not 
penalized. 
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Introduction 

This  paper  provides  a  framework  for  understanding  both  the  theory  and  current 
state-of-the-art  in  risk  assessment  and  risk  adjustment.  Risk  assessment  and  risk 
adjustment  provide  a  means  of  measuring  and  removing  the  effect  of  the  relative 
"healthiness"  of  persons  choosing  a  health  plan  from  the  price  which  individual 
consumers  see  and  upon  which  they  base  their  purchasing  decisions.  Applying 
appropriate  risk  assessment  and  risk  adjustment  methods  will  result  in  consumer 
prices  which  are  primarily  based  on  differences  in  efficiency,  quality  and  other 
attributes  of  the  health  plans,  but  not  on  the  relative  "health"  of  the  persons 
enrolled  in  the  plans. 

These  issues  have  become  especially  critical  in  light  of  the  following  recent 
developments: 

•  Major  federal  and  state  healtii  care  reform  proposals  use  a  framework  of 
managed  competition.  Most  of  these  proposals  include  as  a  core  element  the 
creation  of  large,  multi-employer  (or  non-employer  based)  purchasing  pools, 
such  as  Health  Alliances.  For  these  systems  to  operate  in  a  maimer  that 
promotes  consumer  choice  based  on  plan  efficiency  and  quality,  it  is  essential 
that  soimd  methods  of  measuring  differences  in  underlying  risk  among  plans 
are  used  and  that  these  risk  differences  are  removed  from  the  prices  paid  by 
consumers. 

•  Individual  purchasers  (e.g.  employers  or  trusts)  who  offer  a  choice  of  health 
plans  face  similar  issues  as  they  evaluate  die  performance  of  competing  plans. 
Robust  tools  which  assess  and  adjust  for  risk  not  only  enhance  purchasers' 
abilities  to  evaluate  their  plans  but  also  may  guide  them  in  their  choice  of 
benefit  and  contribution  strategies. 

This  paper  has  the  following  objectives: 

•  To  describe  what  is  meant  by  "selection  bias"  (also  "biased  selection"  or  "risk 
selection"); 

•  To  identify  various  strategies  that  can  help  limit  selection  bias; 

•  To  describe  how  risk  assessment  and  risk-adjustment  can  measure  and  reduce 
the  effects  of  selection  bias  on  premium  costs; 

•  To  provide  criteria  for  evaluating  alternative  risk  assessment  approaches; 

•  To  describe  alternative  risk  assessment  models  and  evaluate  them  against 
these  criteria;  and. 
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•   To  illustrate  and  discuss  the  implications  of  alternative  risk  adjustment 
techniques. 

The  intent  of  this  paper  is  to  inform  the  current  debate  on  selection  issues  both  in 
the  public  policy  and  employer  communities.  Further  information  on  any  of  these 
topics  is  available  upon  request. 

Selection  Bias:  What  Is  It? 

Selection  bias  or  risk  selection  occurs  whenever  groups  of  people  selecting  different 
health  plans  differ  in  their  underlying  need  for  health  care  services.  While  there 
may  be  great  individual  variation  in  the  use  of  medical  services,  selection  bias 
occurs  when  the  average  health  risk  diffors  across  plans,  i.e.  when  the  population  is 
segmented  across  plans  based  on  risk  (health  services  needs)^  The  enrolled 
population  with  greater  health  care  service  requirements  is  said  to  be  "high  risk" 
and  its  chosen  plan  or  plans  to  have  "adverse  selection."  Conversely,  a  plan  (or 
plans)  with  healthier  than  average  enrollees  and  with  lower  health  care  service 
requirements  is  "low  risk"  and  benefits  from  "favorable  selection." 

Selection  bias  occurs  for  a  variety  of  reasons,  including  differences  in  plan  benefits, 
premiums,  choice  of  providers,  and  underwriting  practices.  For  example,  when 
individuals  have  a  choice  of  health  plans  with  different  benefits  and  out-of-pocket 
costs,  higher  risk  individuals  genially  tend  to  select  plans  with  greater  access  to 
providers  and  with  more  comprdiensive  benefits.  Conversely,  lower  risk 
individuals  tend  to  select  plans  which  cost  less  and  have  less  rich  benefits. 
Furthermore,  some  plans  deliberately  limit  their  financial  exposure  to  high  risks. 

As  a  result  of  selection  bias,  health  plans  with  high  risk  enrollees  face  higher  costs 
per  enrollee  and  thus  increase  tiieir  premiums.  These  plans  become  less  attractive 
to  consumers,  particularly  to  low  users  and  non-users  of  health  services, 
independent  of  the  plans'  ability  to  manage  utilization  and  unit  costs.  Conversely, 
plans  with  low  risk  enrollees  are  in  a  better  position  to  offer  lower  premiums  and 
remain  attractive  to  consumes,  particularly  low  users  and  non-users  of  health 
services,  independent  oT  the  plans*  cost-effectiveness.  The  outcome  is  that  some 
plans  have  a  competitive  advantage  over  others,  creating  an  "uneven  playing  field." 
Thus,  plans  have  an  incentive  to  compete  for  the  healthiest  individuals  and  make 
themselves  unattractive  to  high  risk  individuals. 


*  llisk  "can  be  defined  as  the  expected  efficiently  |nt>vided  health  care  services  requirements  of  a 
defined  group.  Risk  is  exogenous  to  the  health  plan  or  providers  which  individuals  in  the  group 
choose.  The  efficient  use  of  healdi  care  services  refers  to  tiie  minimum  services  necessary  to  ensiue 
adequate  access  and  quality  care.  Risk  is  measured  as  the  expected  per  capita  cost  of  efficiently 
provided  health  services  requirements  for  a  defined  group  during  a  defined  time  period.  (Hombrook,  M 
and  Goodman,  M.,  "Health  Plan  Case  Mix:  Definition,  Measurement  and  Use,"  Advances  in  Health 
Economics  and  Health  Services  Research  Risk  Based  Contributions  to  Private  Health  Insurance  12:111- 
114,1991.) 
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Leveling  the  Playing  Field 

In  the  current  marketplace,  health  plan  carriers  have  considerable  discretion  in  how 
they  select  the  populations  they  serve  and  how  they  price  their  benefits.  Restrictive 
benefit  package  design  and  aggressive  underwriting  procedures  may  be  used  to  limit 
plans'  acceptance  of  high  risk  groups  and  individuals.  This  allows  plans  to  keep 
prices  relatively  low,  reflecting  risk  differences  rather  than  efficiency  differences. 
Shadow  pricing  (i.e.,  undercutting  competitors'  rates  by  shm  margins)  and  rate 
negotiation  with  cost-shifting2  from  one  group  to  anoUier  can  also  mask  efficiency 
differences.  While  these  practices  make  it  difficult  or  impossible  for  plan  sponsors 
to  identify  cost-effective  plans,  a  variety  of  strategies  can  be  used,  in  conjunction 
with  risk  assessment  and  adjustment,  to  further  reduce  selection  bias  and  make  the 
system  more  fair. 

Standardization  of  benefits  across  plans  is  the  most  effective  approach  to  addressing 
this  problem.  Benefit  design  features  such  as  supplemental  coverages,  benefit 
exclusions,  and  cost  sharing  (e.g.,  coinsurance)  affect  the  value  of  a  benefit  package  to 
a  consumer.  However,  many  consumers  have  neither  the  necessary  information 
nor  the  financial  incentives  to  evaluate  the  alternatives  and  choose  the  best  plan  at 
the  best  price.  Other  consumers  take  advantage  of  benefits  differences  by  choosing  a 
plan  which  covers  certain  benefits  that  they  expect  to  use.  Thus,  differences  in 
benefit  offerings  confuse  the  choice  process  and  invite  selection  bias;  both 
consequences  impede  consumer-oriented  market  competition  and  invite  selection 
bias. 

Guaranteed  availability,  renewability  and  continuity  of  coverage,  along  with 
uniform  pricing  methods,  are  also  strategies  for  reducing  the  current  level  of 
selection  bias.  Many  health  plan  carriers  limit  their  exposure  to  potentially  high 
risk  employers  and  individuals  through  the  use  of  aggressive  underwriting  and 
pricing  practices.  In  addition,  many  carriers  try  to  avoid  high  cost  cases  by  excluding 
pre-existing  conditions  from  their  coverage.  These  practices  limit  the  availability  of 
health  coverage,  the  mobility  of  individuals  and  groups,  and  the  choices  open  to 
health  plan  consumers.  This  restricts  competition  and  concentrates  high  risk 
individuals  and  groupsin  plans  without  such  practices. 

Benefits  standardization  and  consistent  underwriting  and  pricing  practices  across 
plans  will  eliminate  some  of  the  conditions  which  encourage  selection  bias. 
However,  even  with  these  strategies,  differences  in  the  risks  of  enrolled  persons  in 
different  plans  may  remain.  Applying  the  tools  of  risk  assessment  and  risk 
adjustment  can  reduce  the  impact  of  these  differences  and  lead  to  market-based  plan 
prices  that  primarily  reflect  plans'  effidendes.  These  approaches  are  described  and 
compared  in  the  sections  below. 


'  Cost-shifting  occurs  when  a  health  care  provider  increases  charges  to  one  payer  in  order  to 
compensate  for  decreased  or  inadequate  revenue  from  aiwther  payer. 
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Goals  of  Risk  Assessment  and  Risk  Adjustment 

Risk  assessment  refers  to  those  analytic  techniques  used  to  measure  the  risk  in 
groups  of  people  selecting  different  health  plans.  The  goal  of  risk  assessment  is  to 
accurately  measure  differences  in  expected  costs  of  subgroups  of  a  defined 
population  in  order  to  determine  the  amotmt  by  which  the  subgroups  differ  in  their 
underlying  risk.  Differences  in  costs  among  health  plans  exist  for  a  variety  of 
reasons,  including  efficiency,  quality,  delivery  system  characteristics,  benefits  and  the 
health  of  enrollees.  Risk  assessment  is  focused  on  the  portion  of  the  differences 
which  is  attributable  to  the  health  services  needs  (health)  of  the  enrollees.  There  are 
a  variety  of  predictive  factore  and  statistical  methods  which  have  been  used  to 
measure  the  relative  risk  of  subgroups.  Several  of  these  approaches  are  described 
and  evaluated  in  a  subsequent  section. 

Risk  adjustment  refers  to  techniques  used  to  compensate  for  the  risk  differences 
found  in  the  risk  assessment.  The  goal  of  risk  adjustment  is  to  ensure  that  persons 
choosing  and  paying  for  healdi  care  coverage  face  the  "correct"  prices  for  alternative 
health  plans  ~  prices  which  are  free  from  the  effects  of  risk  differences  among  the 
plan  enrollees.  This  can  be  accomplished  by  adjusting  either  the  full  premium 
amount  or  the  employer  and  employee  contributions  to  the  premium.  Either  action 
will  reduce  the  effect  of  risk  on  price  and  allow  consumers  to  choose  a  plan  based  on 
efficiency,  quality  and  access  considerati<ms. 

Studies  of  individual  level  risk  assessments  and  risk  adjustments  (such  as 
Medicare's  AAPCC  methodologies)  have  raised  concerns  regarding  the  accuracy  of 
risk  assessment  and  its  ability  to  fully  capture  differences  in  tmderlying  risk.  For  the 
purposes  of  employer-based  or  Healtti  Alliance-based  risk  assessment  and 
adjustment,  it  is  not  necessary  to  accurately  capture  differences  between  individuals. 
The  models  used  in  these  instances  are  developed  to  compare  the  average  risk  of 
subgroups  rather  than  the  risk  of  specific  individuals  within  those  subgroups.  The 
balance  of  this  paper  focuses  on  these  group-based  risk  assessment  and  adjustment 
models  and  their  relative  strengths  and  weaknesses.  It  is  the  thesis  of  this  paper  that 
the  best  of  these  models  are  suffidendy  robust  to  capture  and  adjust  for  a  large 
proportion  of  the  variation  between  subgroups. 

Criteria  for  Evaluating  Alternative  Risk  Assessment  Methods 

This  section  describes  four  criteria  that  should  be  applied  in  evaluating  alternative 
risk  assessment  approaches.  In  die  next  section  we  use  these  criteria  to  evaluate 
specific  methods. 

1.  Accuracy.  How  dosely  does  the  risk  assessment  modd  under  consideration 
predict  the  health  care  service  requirements  (measured  as  costs  not  premiums)  of 
groups  of  enrollees?  As  stated  above,  ttie  risk  assessment  model  need  not  predict 
individual  enrollee  risk  but  should  accuratdy  predict  the  risk  for  the  subgroup, 
with  individual  variations  averaged  over  the  group.  An  appropriate  measure  of 
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how  well  a  group's  service  requirements  are  predicted  is  the  "mean  prediction 
error^."  Test  statistics  such  as  "R-squared"  and  the  "F-statistic"  are  generally 
examined  during  the  development  of  a  risk  assessment  model;  however,  they 
are  insufficient  tests  of  model's  overall  performance. 

2.  Lack  of  Bias.  Are  differences  between  a  group's  actual  cost  and  predicted  cost 
(based  on  the  risk  assessment  model)  randomly  distributed  or  systematically 
skewed?  For  risk  measurement  to  be  useful,  there  should  be  no  systematic  biases 
in  the  results  provided.  A  model  that  consistently  forecasts  lower  than  expected 
cost  for  one  subgroup  and  higher  than  expected  costs  for  another  (e.g.,  made  vs. 
female,  young  vs.  old,  members  of  one  plan  vs.  another)  would  not  meet  the 
lack  of  bias  test.  For  example,  some  models  which  use  "prior  utilization"  to 
measure  risk  may  reward  inefficient  plans  by  systematically  over-predicting  the 
relative  risk  of  those  subgroups  of  enroUees  who  have  higher  utilization.  Lack 
of  bias,  particularly  bias  against  efficient  health  plans,  is  more  important  than  the 
accuracy  of  models,  although  both  should  be  considered  when  choosing  a  risk 
assessment  model. 

3.  Practicality/Ease  of  Administration,  Can  the  model  be  easily  and  cost-effectively 
applied  in  "real-life"  situations?  Goals  of  statistical  accuracy  and  lack  of  bias 
must  be  balanced  against  the  cost  of  gathering  appropriate  information.  Thus, 
measures  that  can  be  easily  explained,  and  for  which  data  either  already  exist  or 
can  be  gathered  at  modest  cost,  are  to  be  favored  over  models  which  require 
extensive  or  custonuzed  information  gathering. 

4.  Immunity  to  Gaming/Manipulation.  Does  the  model  rely  on  information  that 
can  be  influenced  or  altered  to  gain  strategic  advantage  by  individuals  or 
participating  plans?  For  risk  assessment  to  be  credible  and  objective,  there 
should  be  no  incentives  for  participating  plans  or  individuals  to  either  alter  the 
data  reported  or  to  benefit  unfairly  by  practices  they  control. 

A  Survey  and  Evaluation  of  Risk  Assessment  Methods 

In  the  discussion  below,  risk  assessment  models  are  classified  by  the  types  of 
predictors  upon  which  they  are  based.  Two  broad  categories  of  models  are 
distinguished:  (1)  models  using  only  demographic  information  and  (2)  models 
using  measures  of  health  status  in  combination  with  demographics.  There  are  a 
number  of  different  ways  in  which  health  status  can  be  measured,  thus  the 
following  subcategories  fall  imder  health  status  models:  (a)  models  using 
self-reported  healdi  status;  (b)  models  using  ii\formation  on  diagnoses;  and  (c) 
models  using  prior  claims  information.  Each  type  of  model  is  briefly  described 


^  The  "mean  prediction  error"  is  measured  as  tfie  summation  (across  groups)  of  the  differences  between 
actual  and  predicted  mean  costs,  divided  by  the  total  number  of  obsCTvations:  (£(Actual  - 
Predicted))/N. 


593 


Risk  Assessment  &  Adjustment  6 

below,  and  each  is  evaluated  acxx>rding  to  the  criteria  of  the  previous  section.  Table  1 
also  provides  a  sununary  of  the  models  and  their  attributes. 

The  best  short  term  prospects  for  risk  assessment  are  models  which  use 
demographics  and  self-reported  health  status.  Demographics  are  the  easiest  to 
administer,  the  cheapest  to  collect  unbiased  as  to  delivery  system,  and  nearly 
impossible  to  game.  When  self-reported  health  status  is  added  to  demographic 
information,  accuracy  is  improved  at  a  relatively  small  price  in  terms  of  data 
collection  costs'^  and  gamabOity.  Models  based  on  demographics  and  self-reported 
health  status  explain  a  high  proportion  of  the  variation  in  risk  among  groups.  In 
addition,  self-reported  health  status  does  not  introduce  any  delivery  system  biases. 
A  diagnosis-based  model  which  only  focuses  on  particularly  high  cost  cases  has  been 
developed  for  New  York  State  and  could  also  be  implemented  in  the  short  term. 
Other  models  based  on  clinical  infonnation  (diagnoses)  are  promising,  but  require 
further  work  before  they  axe  ready  to  be  applied  on  a  broad  scale.  Models  based  on 
prior  claims  are  highly  problematic  and  are  not  recommended. 

Methods  Using  Demographic  Variables 

Demographic  models  are  the  simplest  and  most  commonly  applied  tools  for  risk 
assessment.  Demographic  factors  which  are  used  usually  include  age,  gender  and 
family  size  (or  health  plan  contract  type).  When  additional  information  is  available, 
factors  such  as  salary,  education,  retiree  status.  Medicare  eligibility,  job  classification 
and  geographic  area  can  also  be  used,  making  the  model  more  complex,  but  also 
more  accurate.^  Demographic  models  are  generally  unbiased  as  to  delivery  system, 
are  very  practical  (the  data  for  simpler  models  are  usually  readily  available),  and 
they  are  not  subject  to  gaming.  Their  main  drawback  is  that  their  accuracy  declines 
rapidly  for  subgroups  with  fewer  than  one  thousand  individuals. 


Methods  Using  Health  Status  as  a  Predictor 

Measures  of  health  status  can  be  added  to  demographic  information  to  increase  the 
accuracy  of  predictions  and  improve  die  measurement  of  relative  risk.  Health 


4  In  one  project  which  is  cuirendy  underway,  die  cost  of  collecting  a  subset  of  die  RAND-36  is  about  $5 
per  person.  In  a  large  employer  gnmp  or  a  Health  Affiance,  tfie  data  could  be  collected  on  a  sample 
basis. 

^  Models  which  use  simple  age-gender  cdls  widt  average  cost  wei^ts  are  also  known  as  actuarial 
models  and  have  been  widely  us«i  by  actuaries  in  the  industry  for  risk  adjustment  for  many  years.  In 
the  past,  American  Airlines  used  an  age-gender  risk  adjustment  to  adjust  their  contributions  to  health 
coverage.  IBM  has  also  used  age-gender  and  geography  based  risk  adjustments,  although  they  are  not 
currenUy  doing  so.  G>mplex  multi-equation  conditional  pfobability  modds  have  also  been  developed 
using  demographic  information.  For  an  example,  see  Robfatson,  James,  Luft,  H.,  Gardner,  L,  Morrison,  E. 
"A  Method  for  Risk-Adjusting  Empfoyer  Conlributions  to  Competing  Health  Insurance  Plans,"  Inquiry, 
28,  pp.  107-116,  Summer  1991. 
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status  can  be  ascertained  either  through  questionnaires  (self-reported)  or  through 
information  such  as  diagnoses,  treatment,  prescription  drug  use,  and  past  claims 
data. 

Self-Reported  Health  Status 

A  set  of  survey  questions  (the  RAND  36),  developed  by  RAND  during  the  Health 
Insurance  Experiment^,  has  been  widely  used  to  measure  functional  health  status. 
The  Bay  Area  Business  Group  on  Health  (BBGH)  recently  administered  a  shortened 
version  of  the  RAND  36  to  the  employees  of  nine  large  companies  in  the  San 
Francisco  Bay  Area.  Their  goal  is  to  evaluate  the  use  of  this  methodology  for  risk 
assessment  and  adjustment.^   Research  thus  far  has  shown  that  models  using  this 
information  are  xmbiased,  and  tests  of  their  accuracy  are  promising.^  The  models 
may  be  susceptible  to  gaming  and/or  manipulation  since  they  are  based  upon 
subjective  responses  by  individuals. 

Diagnostic  Information 

There  are  a  number  of  ways  in  which  diagnostic  information  can  be  incorporated 
into  risk  assessment  models.  These  include  Ambulatory  Cost  Groups  (ACGs^  ), 
Diagnostic  Cost  Groups  (DCGs^^) ,  and  methodologies  using  prescription  drug  data. 
As  a  group,  these  models  improve  upon  the  accuracy  of  demographic  models  and 
are  relatively  free  from  bias.  They  use  clinical  information  which  would  require 
increased  effort  and  expense  for  data  collection.  More  research  is  necessary  before 
these  models  can  be  applied  on  a  broad  scale. 

ACGs  were  developed  to  estimate  costs  of  ambulatory  care,  rather  than  the  total 
costs  of  care.  Models  using  ACGs  require  data  on  ambulatory  medical  care 
encounters  (including  CPT  codes).  CHscretionary  prior  use  was  not  eliminated  from 
the  estimation  of  ACGs,  thus  they  suffer  from  the  possibility  of  bias  favoring 


^  Stewart,  AL,  Ware ,  JE,  Brook,  RH,  and  Davies-Avery,  A.  'Conceptualization  of  Health  for  Adults 
in  the  Health  Insurance  Study,  Vohime  n.  Physical  Healdi  in  Terms  of  Functioning."  Santa  Monica, 
CA:  the  RAND  Corporation.  PubUcation  No.  R-1987/2-HEW,  1978. 

^  BBGH,  the  Institute  for  Health  Policy  Studies  of  UCSF,  and  Kaiser  Permanente  have  submitted  a 
grant  proposal  to  RWJF  to  fund  an  expanded  version  of  this  study.  The  investigators  are  Patricia 
Powers,  Hal  Luft,  Mark  Honteook,  and  Bruce  Bowen. 

^  Mark  Hombrook  at  die  Center  for  Health  Research  has  found  that  when  using  member  level  data, 
the  mean  prediction  errors,  as  measured  in  a  random  half  sample  of  the  population  used  to  construct  the 
model  (N«5000),  are  less  than  1%  of  total  costs  when  using  a  single  equation  regression  model  with  all 
36  scale  items  and  demographic  variables. 

^  Weiner,  ).P.,  Stanfield,  Bii.,  Steinwachs,  D.M.,  Mumford,  L.M.,  "Devdopment  and  Application  of  a 
Population-Oriented  Measure  of  Ambulatory  Care,"  Medical  Care,  29(5),  May  1991. 

Ash,  A.,  Porell,  P.,  Cruenbetg,  L.,  Sawitz,  E  and  Beiser,  A.  "Adjusting  Medicare  Capitation 
Payments  Using  Prior  Hospitalization  Data,"  Health  Care  Financing  Review,  10(4),  Summer  1989,  pp. 
17-29. 
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inefficient  delivery  systems.  In  addition,  they  are  subject  to  gaming.  Many  HMOs 
(especially  prepaid  group  practices)  do  not  routinely  collect  the  necessary 
information  for  ACGs,  and  mandating  its  collection  would  add  to  the  cost  of  a  risk 
assessment/ adjustment  system. 

There  are  numerous  other  prior  use  diagnosis-based  models  that  attempt  to  deal 
with  the  problem  of  bias  against  the  efficient  health  plan.  One  example  is  DCGs, 
which  were  designed  to  enable  HCFA  to  do  risk  adjustments  for  Medicare  Risk 
contractors.  DCGs  are  based  upon  hospital  treatment  for  what  have  been  identified 
as  "non-discretionary"  conditions  using  a  Medicare  population.  Because  DCGs  were 
developed  using  the  Medicare  population,  their  applicability  to  insured  persons 
under  the  age  of  65  may  be  limited  in  their  current  form.  While  DCGs  require 
considerable  data,  it  is  all  contained  in  the  Uniform  Hospital  Discharge  Dataset 
which  the  vast  majority  of  health  plans  will  have  available  (in  contrast  to  the 
ambulatory  data  required  by  ACGs.)  EXIGs  improve  the  accuracy  of  prediction  over 
demographics  alone  and  are  relatively  difficult  to  game. 

Other  diagnoses-based  models  use  data  on  prescription  drugs  as  indicators  of 
diagnoses  and  thus  as  predictors  of  costs  stemnung  from  non-discretionary  medical 
care  services.  Diabetes,  chronic  obstructive  pulmonary  disease,  hypertension,  and 
coronary  artery  disease  are  examples  of  chronic  diseases  that  can  be  identified  by 
prescription  drug  use,  and  for  which  an  indication  of  their  severity  can  be  obtain  by 
reference  to  the  particular  drug(s)  used.^^  Models  based  on  prescription  drug 
information  are  relatively  unbiased  and  difficult  to  game.  The  collection  of 
necessary  data  may  be  costly,  although  if  prescription  drugs  are  covered  by  health 
plans,  pharmacy  records  on  drugs  dispensed  are  generally  a  good  source  of  the 
necessary  information. 


Prior  Claims  Informarion 

Claims  information  from  the  prior  use  of  medical  care  services  is  an  accurate 
predictor  of  costs  and  is  generally  readily  available  from  claims-based  systems. 
However,  models  based  on  this  information  are  not  recommended  because  they 
favor  inefficient  delivery  systems  and  create  perverse  incentives.  Groups  with  high 
utilization,  and  for  which  there  are  prior  claims  with  a  high  dollar  value,  can  be 
erroneously  estimated  to  have  high  imderlying  "risk"  in  die  models,  regardless  of 
the  appropriateness  of  the  utilization.  The  practical  result  of  this  type  of  model  is 
that  there  is  little  incentive  for  health  plans  to  improve  efficiency,  since  inefficient 
services  are  included  in  the  measurement  of  relative  risk. 


11  Work  on  using  prescription  drug  data  to  predict  utilizatton  and  cost  is  in  progress  in  the  Corporate 
Office  Department  of  Medical  Economics  and  Statistics  of  Kaiser  Foundation  Health  Flan,  Inc. 
Examples  include  two  studies  by  Douglas  Roblin  -  "At  Risk  for  Use  of  Hospital  Services:  A  Study  of 
Three  Regions  in  Kaiser  Fermanente,"  and  "Distribution  of  Medical  Expense  by  Qvonic  Disease  Status 
Among  Okler  Adults  in  an  HMO  Fopuktion." 
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Risk-Adjustment  Techniques 

As  stated  earlier,  the  goal  of  risk  adjustment  is  to  ensure  that  persons  choosing  and 
paying  for  health  coverage  face  the  "correct"  prices  for  alternative  health  plans  — 
prices  which  are  free  from  the  effects  of  risk  differences  among  the  plan  enrollees. 
This  section  discusses  several  alternative  risk  adjustment  techniques.  While  some 
of  these  approaches  are  well  suited  for  single-employer-based  health  benefits 
programs,  others  are  better  suited  for  multi-employer  (or  non  employer-based) 
purchasing  arrangements  such  as  Health  Alliances  or  trusts. 

These  methods  have  several  similarities: 

•  All  make  price  adjustments  which  are  based  on  how  much  the  risk  in  a 
participating  plan  differs  from  the  average  risk  in  the  Health  Alliance  or 
employer-sponsored  health  benefits  program,  i.e.,  based  on  "net  risk." 

•  All  use  a  standard  dollar  adjustment  as  a  "multiplier"  to  correct  prices,  given 
the  net  risk. 

•  All  can  be  made  to  be  budget  neutral  to  the  sponsor. 

However,  they  differ  from  one  another  in:  (1)  when  the  adjustment  is  made;  (2) 
what  gets  adjusted;  and  (3)  how  the  standard  dollar  multiplier  is  determined. 

The  key  features  of  the  alternative  adjustment  methods  are  listed  in  the  following 
table  and  are  discussed  below. 


TABLE  2 

Summary  of  Alternative  Adjustment  Methods 


•  Prospectively 

•  Retrospectively 


When  to  adjust? 


What  to  adjust? 


Plan's  Premium 
Sponsor's  Contribution 


How  to  adjust? 


Performance-Based  Adjustment 

-  Based  on  the  most  efficient  plan 

-  Based  on  a  selected  plan 


Externally-Based  Adjustment: 
-  Based  on  an  average  sponsor 


contribution 
-  Based  on  an  average  per  capita 


payment 
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When  to  Adjust  Prospective  versxis  Retrospective  Adjustment 

Prospective  adjustment  occurs  when  a  plan's  premium  or  contribution  is  adjusted 
for  an  upcoming  enrollment  period  based  on  previously  obtained  information 
about  relative  risk.  The  adjustment  is  made  prior  to  individuals'  enrollment  in  the 
plans.  Prospective  methods  create  appropriate  incentives  for  plans  to  exercise 
maximum  efficiency  because  they  allow  sponsors  (e.g.  Health  Alliances  or 
employers)  to  adjust  prices,  creating  incentives  for  consumers  to  choose  efficient 
plans. 

Retrospective  adjustment  occurs  when  payments  or  charges  are  applied  to  plans  at 
the  end  of  an  enrollment  period.  While  retrospective  adjustment  may  more 
accurately  compensate  plans  for  risk  selection  than  does  prospective  adjustment, 
retrospective  adjustment  has  no  direct  influence  on  consumer  prices  or  incentives 
and  therefore  caimot  be  used  to  directly  affect  individuals'  choices  of  plan. 
Retrospective  methods  also  provide  incentives  for  plans  to  game  cost  or  utilization 
results  in  order  to  receive  greater  compensation  at  the  period's  end. 

A  system  of  risk  adjustment  which  combines  prospective  and  retrospective 
adjustments  is  also  feasible.  Plans  can  have  premiums  or  contributions  adjusted 
prospectively  (prior  to  enrollment)  and  then  have  retrospective  adjustments  made 
at  the  end  of  the  enrollment  period,  based  on  the  actual  experience  or  enrollment  in 
each  plan.  This  kind  of  system  has  been  developed  for  New  York  State  in  order  to 
compensate  plans  for  especially  high  cost  cases  in  the  smaU  group  and  individual 
enrollee  pools.  It  may  be  a  particularly  good  option  in  the  early  stages  of  a  system 
incorporating  risk  adjustment,  since  it  would  allow  plans  to  be  compensated  for  risk 
not  captured  in  the  initial  data. 


What  to  Adjust  Premium-Based  versus  Contribution-Based  Adjustment 

The  risk  adjustment  can  be  used  to  remove  the  cost  of  risk  differences  from  the 
whole  premium  or  from  the  sponsor's  contribution  toward  the  premium.  If  the 
adjustment  is  made  to  the  entire  prenuum,  the  sponsor  should  make  an  equal 
dollar  contribution  to  each  plan,  and  the  modified  premium  is  "passed  through"  to 
the  consumer.  If  the  sponsor's  contribution  is  risk  adjusted,  the  consumer's  price  is 
the  unadjusted  premium  less  the  adjusted  sponsor  contribution.  In  either  case,  the 
sponsor  (an  employer  or  Health  Alliance)  sells  plans  to  consvimers  at  adjusted  prices 
and  pays  health  plans  their  quoted,  unadjusted  rates.  A  third  alternative  would  be 
to  pay  health  plans  risk-adjusted  per  capita  payments  rather  than  quoted  premiums, 
two  examples  of  this  are  described  imder  the  heading  "An  Average  Per  Capita 
Payment,"  below. 

Premium-based  adjustment  occurs  when  the  program  sponsor  (an  employer  or  a 
Health  Alliance)  compensates  for  selection  bias  by  reducing  the  premiums  of  plans 
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with  higher  risks  (so  that  consumers  see  a  lower  price)  and  increasing  the  premiums 
of  plans  with  lower  risks  (so  that  consumers  see  a  higher  price).  Under  this 
scenario,  the  sponsor  makes  an  equal  dollar  contribution  to  each  plan.  The 
consumer  pays  the  remainder,  which  is  the  difference  between  the  risk  adjusted 
premium  and  the  equal  dollar  (unadjusted)  sponsor  contribution.  The  sponsor 
collects  the  consumer  pa3anents  and  pays  the  health  plans  the  amount  that  was  set 
as  an  unadjusted  premium  by  each  plan. 

Contrihution-based  adjustment  occurs  when  the  program  sponsor  compensates  for 
selection  bias  by  increasing  its  contribution  toward  plans  with  higher  risks  and 
reducing  its  contribution  towards  plans  with  lower  risks.  The  consumer  pays  the 
remainder,  which  is  the  difference  between  the  unadjusted  premium  and  the  risk- 
adjusted  sponsor  contribution.  Plans  are  paid  the  unadjusted  premium  amount 
which  they  set. 

Risk  adjustment  of  either  premiimis  or  contributions  results  in  equivalent 
employee  contributions.  However,  in  a  multi-employer  arrangement,  in  which 
contributions  may  vary  by  subgroup,  premium-based  adjustments  are  easier  to 
administer.  Under  a  single-employer  system,  contribution-based  and  premium- 
based  adjustments  are  equally  feasible. 

The  following  table  illustrates  both  premium-based  and  contribution-based 
adjustments  and  shows  that  they  result  in  equivalent  consumer  prices.  In  both 
examples,  the  risk  adjustment  amoimts  ($6.49,  $19.47  and  -$18.17,  for  plans  A,  B,  and 
C  respectively)  are  derived  using  the  "most  efficient  plan"  method  described  in  the 
next  section.  These  examples  are  discussed  further  in  Appendix  l.A. 


TABLES 


Comparison  of  Premium  and  Contribtttion  Adjustments 


Plan  A 

PlanB 

Plane 

General  Information 

Premium 

(Hypothetical) 

120.00 

130.00 

90.00 

Unadj.  Sponsor  Contrib. 

(Hypothetical) 

90.00 

90.00 

90.00 

Unadj.  Consumer  Price 

(Hypothetical) 

30.00 

40.00 

0.00 

Relative  Risk 

(From  Risk  Assessment) 

1.06 

1.18 

0.832 

Adjustment  Amount 

(Hypothetical) 

6.49 

19.47 

-18.17 

Premium  Adjustment 

Adjusted  Premium 

(Premium  -  Adjustment) 

113.51 

110.53 

108.17 

Unadj.  Sponsor  Contrib. 

(Hypothetical) 

90.00 

90.00 

90.00 

Adj.  Consumer  Price 

(Adj.  Premium  -  Contrib.) 

23.51 

20.53 

18.17 

Contribution  Adjustment 

Premitmi 

(Hypothetical) 

120.00 

130.00 

90.00 

Adjusted  Contribution 

(Contrib.  Adjustment) 

96.49 

109.47 

71.83 

Adj.  Consumer  Price 

(Premium  -  Adj.  Contrib.) 

23.51 

20.53 

18.17 

eoo 
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How  to  Adjust  Performance-Based  versus  Externally-Based  Adjustment 

Several  alternative  methods  for  establishirig  the  magnitude  of  the  risk  adjustments 
(given  the  relative  risks)  are  described  below.  The  general  method  for  risk 
adjustment  involves  taking  the  measure  of  net  risk  for  each  health  plan 
(determined  by  the  risk  assessment),  applying  a  standard  dollar  amount  (as  a 
multiplier)  to  the  net  risk  for  each  plan,  and  then  using  the  results  to  adjust  either 
premiums  or  contributions. 

Performance-based  adjustment  refers  to  the  use  of  a  standard  dollar  amovmt  based 

on  the  "efficiency"  of  one  of  the  participating  plans.  When  all  plans  share  a 
standard  benefit  package,  the  efficiency  measure  of  any  plan  is  its  "average-risk 
rate^^,"  j^is  is  the  amount  that  the  health  plan  would  charge  if  the  average  risk  of 
its  enrollees  was  equal  to  the  average  risk  of  the  entire  employer  group  or  Health 
Alliance.  The  adjustment  is  made  by  using  the  average  risk  rate  to  establish  a 
"price"  for  each  percentage  p>oint  of  net  risk.  For  example,  if  the  average-risk  rate  is 
$108,  then  the  adjustment  applied  for  each  percentage  point  deviation  from  average 
risk  is  $1.08.  Thus,  if  the  relative  risk  is  1.06  (6%  higher  than  the  average),  then  the 
risk  adjustment  is  $6.49,  which  is  6  times  $1.08.  Two  examples  of  this  approach  are 
discussed  below  and  are  illustrated  in  Table  3.  These  examples  are  discussed  further 
in  Appendix  I.E. 

•  The  most  efficient  plan  standard  uses  the  lowest  average-risk  rate  among  the 
participating  plans.  Thus,  the  consumer  price  adjustments  are  limited  to  how 
much  the  most  efficient  plan  would  have  charged  for  the  net  risk  burden. 
This  is  the  preferred  approach  because  it  adjusts  based  on  the  cost  of 
providing  care  effidenUy  and  it  provides  the  proper  incentive  for  consumers 
to  choose  the  most  efficient  plan. 

•  The  arbitrary  plan  standard  uses  the  average-risk  rate  of  an  arbitrary  plan  to 
determine  the  standard  dollar  multiplier.    This  means  that  all  other  plans  are 
adjusted  by  the  amount  that  the  chosen  plan  would  charge  for  the  net  risk. 
Some  employers  choose  an  indemnity  plan  as  the  standard  in  an  attempt  to 
minimize  p>rice  increases  for  the  indemnity  plan  (many  of  which  are  self- 
insured).  This  approach  effectively  sxircharges  members  of  more  efficient 
plans,  creating  additional  revenue  needed  to  maintain  the  viability  of  the 
indemnity  plan,  without  requiring  the  indemnity  to  increase  its  price.  While 
the  stated  goal  of  this  approach  is  to  protect  the  indenmity  plan,  using  an 
inefficient  plan  as  the  benchmark  will  "over-adjust"  consumer  prices,  and 
consequentiy,  will  subsidize  an  inefficient  healdi  care  delivery  system.  This 
approach  is  not  recommended  because  it  adjusts  based  on  the  cost  of 
providing  care  relatively  inefficiently. 


The  average-risk  rate  is  calculated  by  dividing  »ch  plan's  premixim  by  its  relative  risk  index. 
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TABLE  4 


Calculation  of  Performance-Based  Adjustment  Amoimts 


Plan  A 

Plan  R 

Plan  C 

General  Information: 

Premium 

(Hypothetical) 

120.00 

130.00 

90.00 

Relative  Risk 

(From  Risk  Assessment) 

1.06 

1.18 

0.832 

Average  Risk  Rate^^ 

(Premium  +  Relative  Risk) 

133.21 

110.17 

108.17 

Most  Efficient  Plaiu 

Average  Risk  Rate 

(HanC) 

108.17 

108.17 

108.17 

Net  Risk 

(Risk  Index  - 1) 

0.06 

0.18 

-0.168 

Adjustment  Amount 

(Net  Risk  x  Avg.  Risk  BUte) 

6.49 

19.47 

-18.17 

Arbitrary  Plan: 

Average  Risk  Rate 

(Plan  A) 

113.21 

113.21 

113.21 

Net  Risk 

(Risk  Index  - 1) 

0.06 

0.18 

-0.168 

Adjustment  Amount 

(Net  Risk  x  Avg.  Risk  Rate) 

6.79 

2038 

-19.02 

Externally-based  adjustment  occurs  when  the  standard  dollar  amount  chosen  by  the 
sponsor  is  based  on  an  external  budget  constraint.  Two  examples  are  discussed 
below  and  illustrated  in  Appendix  l.B. 

•  An  average  sponsor  contribution  is  frequently  used  by  employers  who  risk 
adjust  their  contributions.  The  average  contribution  is  simply  the  total 
budgeted  amount  available  for  health  benefits  divided  by  the  number  of 
covered  employees.  Contributions  are  adjusted  by  multiplying  the  relative 
risk  index  of  each  plan  by  the  average  contribution.  While  this  may  appear  to 
be  a  very  logical  approadi,  it  "under  corrects"  prices  because  the  risk-adjusted 
amount  is  based  on  a  percentage  of  the  contribution  rather  than  a  percentage 
of  the  full  premium.  In  addition,  it  does  not  base  the  adjustment  amount  on 
the  cost  of  net  risk. 

•  An  average  per  capita  payment  is  used  when  the  sponsor's  objective  is  to 
offer  plans  a  risk-adjusted  premium  which  they  accept  as  full  payment.  (All 
other  methods  assume  that  health  plans  receive  their  quoted  premiimis  as 
payment.)  The  adjusted  premimns  are  calculated  by  multiplying  a  risk  index 
by  the  average  per  person  payment  the  sponsor  chooses  to  pay.  Under 
Medicare  Risk  contracting,  an  example  of  this  approach,  the  Average  Annual 
Per  Capita  Cost  (AAPCC)  is  95%  of  the  fee-for-service  cost,  and  is  adjusted  for 
enrollee  risk  and  other  relevant  factors.  This  method  could  also  be 
implemented  under  Health  Alliances  by  having  each  health  plan  quote  an 
average  risk  rate  (the  rate  for  persons  or  groups  with  average  risk)  which 


"  Plan  C  has  both  the  lowest  premium  and  the  lowest  average  risk  rate.  This  is  a  coincidence  of  this 
example. 
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would  then  be  charged  to  employer  (who  would  pass  some  portion  of  it 
through  to  employees).  After  enrollment,  the  Health  Alliance  would  adjust 
the  amount  paid  to  participating  plans  based  on  the  actual  risk  of  each  plan's 
enrollees. 

Prospective  approaches  to  risk  adjustment  arc  highly  preferred  over  retrospective 
approaches  because  they  create  the  appropriate  incentives  for  both  plaits  and 
consumers.  Although  premium-based  adjustment  systems  arc  recommended  for 
Health  Alliances,  contribution-based  adjustment  is  equally  feasible  for  a  single 
employer,  and  the  effect  on  the  prices  that  consumers  face  is  the  same. 
Peiformancebased  adjustment  using  the  most  efficient  plan  as  the  standard  is 
generally  preferable  to  using  an  external  standard,  since  it  is  less  arbitrary  and  it 
provides  incentives  for  consumers  to  choose  efficient  plans. 

Examples  of  How  Risk  Adjustment  Might  Work 

The  following  examples  illustrates  how  risk  adjustment  might  work  under  different 
circumstances.  Transition  issues  for  implementing  risk  adjustment  under  health 
care  reform  are  discussed  in  App>endix  2.  These  approaches  for  adjusting  consumer 
prices  are  preferred  because  they  are  made  prospectively  and  are  based  on  the 
"average-risk  rate"  of  the  most  efficient  participating  plan. 

Based  on  the  results  of  a  risk  assessment,  the  program  sponsor  determines  how 
much  each  plan's  risk  differs  from  the  average.  The  sponsor  then  determines  the 
lowest  average-risk  rate  which  is  multiplied  by  each  plan's  net  risk  to  derive  each 
plan's  risk  adjustment  amount. 

•  If  the  sponsor  is  a  Health  Alliance  or  a  multi-employer  trust,  it  adjusts  the 
premiums  by  the  risk  adjustment  amounts  described  above.  The  premiums 
of  plans  with  higher  than  average  risks  will  be  reduced  and  those  of  plans 
with  lower  than  average  risks  will  be  increased.   These  risk-adjusted 
premiums  are  passed  on  to  participating  employers.  The  employers 
contribute  equally  to  each  plan,  an  amount  not  to  exceed  the  price  of  the 
lowest  (risk  adjusted)  premium.  The  consumers  choose  among  the  plans 
facing  prices  which  are  the  risk-adjusted  preniium  less  the  equal  dollar 
employer  contribution.  The  Health  Alliance  collects  the  consumer  payments 
and  the  employer  contributions  from  all  participating  health  plans  and  pays 
each  health  plan  the  amount  they  set  as  imadjusted  premiums. 

•  If  the  sponsor  is  an  individual  employer,  it  can  adjust  either  the  premiums  or 
its  contributions.  If  it  chooses  to  adjust  the  p>remiums,  then  it  contributes 
equally  to  each  plan  and  the  employees  pay  the  balance.  If  it  chooses  to  adjust 
the  contributions,  then  the  employees  pay  the  difference  between  the 
premiums  and  the  risk-adjusted  contributions.  The  health  plans  are  paid  the 
amounts  they  set  as  imadjusted  premiums. 

Using  either  approach,  price  differences  associated  with  selection  bias  are  effectively 
pooled  across  consumers;  persons  in  high  risk  plans  pay  less  and  p>ersons  in  low  risk 
plans  pay  more  than  they  would  have  without  risk  adjustment.  The  consumers 
face  higher  prices  for  less  efficient  plans,  but  do  not  pay  for  the  risk  of  others  in  the 
plans.  The  total  amount  of  money  involved  (the  sum  of  the  unadjusted  premium 
times  the  number  of  people  enrolled  in  each  plan)  is  the  same  as  before  any 
adjustment  occurs,  it  is  just  distributed  differentiy  across  plans  and  between 
consumers  and  the  sponsor.  Plans  are  paid  based  on  their  quoted  prenuums, 
however,  since  consumer  prices  are  risk  adjusted,  the  incentive  for  health  plans  to 
avoid  high  risk  groups  or  individuals  is  significantiy  reduced. 
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Af^endix  1.A 

Premium-Based  versus  Contribution-Based  Adjustment  Methods 

This  appendix  compares  premium-based  and  contribution-based  risk  adjustment 
methods.  Options  #1  and  #2  below  illustrate  different  ways  to  apply  risk 
adjustments  once  they  have  been  calculated.  One  method  adjusts  the  plan 
premiums  and  the  otfier  adjusts  the  sponsor  contributions.  In  either  case  the  net 
consumer  contributions  ("constmier  prices")  are  the  same.  In  addition,  in  both  cases 
it  is  assumed  that  health  plans  receive  the  unadjusted  premium  amount.  The  risk 
adjustment  amounts  used  in  these  examples  are  $6.49,  $19.47,  and  -$18.17  for  plans 
A,  B,  and  C,  respectively.  They  are  derived  using  the  "most  efficient  plan"  method 
illustrated  in  Appendix  l.B  (Option  #1). 

Option  #1:  Premium-Based  Adjustment 

In  this  example,  the  risk  adjustments  are  subtracted  from  the  unadjusted  premiums 
of  $120,  $130,  and  $90  for  plans  A,  B,  and  C,  respectively.  This  results  in  risk- 
adjusted  premiums  of  $113.51,  $110.53,  and  $108.17  for  the  respective  plans.  The 
sponsor  makes  an  equal  dollar  contribution  of  $90  to  each  plan,  and  the  consumer 
pays  the  remainder,  $23.51,  $20.53,  and  $18.17  for  the  respective  plans. 


Plan  A 

PlanB 

Plane 

A. 

Premium:  Unadjusted 

(Hypothetical) 

120.00 

130.00 

90.00 

B. 

Sponsor  Contribution 

(Hypothetical) 

90.00 

90.00 

90.00 

C. 

Consumer  Price:  Unadjusted 

(A-B) 

30.00 

40.00 

0.00 

D. 

Relative  Risk 

(From  Risk  Assessment) 

1.06 

1.18 

0.832 

E. 

Adjustment 

(Appendix  l.B,  #1) 

6.49 

19.47 

-18.17 

F 

Premium:  Risk  Adjusted 

(A-E) 

11331 

11033 

108.17 

G 

CcHisimier  Price:  Adjusted 

(F-B) 

23^ 

2a53 

18.17 

Option  #2:  Contributioii-Based  Adjustment 

In  this  example,  the  risk.adjustments  are  added  to  the  imadjusted  sponsor 
contribution  of  $90.  This  results  in  the  risk  adjusted  sponsor  contributions  of  $96.49, 
$109.47,  and  $71.83  for  Plans  A,  B  and  C,  respectively.  The  consumers  pay  the 
remainder,  $23.51,  $20.53,  and  $18.17  for  the  respective  plans. 


Plan  A 

PlanB 

Plane 

A. 

Premium  (Hypothetical) 

mjoo 

130.00 

90.00 

B. 

Sponsor  Contrib.:  Unadjusted  (Hypothetical) 

90.00 

90.00 

90.00 

c. 

Consumer  Prke:  Unadjusted  (Hypothetical) 

30.00 

40.00 

0.00 

D. 

Relative  Risk                       (From  Risk  Assessment) 

1.06 

1.18 

0.832 

E. 

Adjustment                          (Appendix  l.B,  #1) 

6.49 

19.47 

-18.17 

P. 

Sponsor  Conlribj  Risk  Adjusted  (»*B 

96.49 

109.47 

71.83 

G 

Consumer  Price:  Adjusted  (A-F) 

2351 

2033 

18.17 
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\       Appendix  l.B 

Performance-Based  and  Externally-Based  Adjustment  Methods 


This  appendix  compares  performance-based  and  externally-based  risk  adjustment 
methods.  Options  #1  through  #4  illustrate  different  ways  to  calculate  the  risk 
adjustments.  In  each  example,  a  different  standard  dollar  adjustment  is  applied  to 
each  plans'  net  risk  to  determine  the  plans'  risk  adjustment  amount.  "Net  risk"  is 
simply  the  difference  between  the  health  plan's  relative  risk  and  the  average  risk, 
based  on  the  results  of  the  risk  assessment  (e.g.,  1.06  - 1.00  =  0.06  or  a  net  risk  of  6% 
for  Plan  A). 

Option  #1:  Most  Efficient  Plan 

In  this  example,  the  standard  is  the  average-risk  rate  of  the  most  efficient  plan.  This 
is  the  premium  which  the  most  efficient  plan  would  have  charged  if  it  had  the 
average  risk  (calculated  as  the  plan's  original  prenuum  divided  by  the  plan's 
relative  risk  value  which  was  determined  in  the  risk  assessment.)  The  most 
efficient  plan  is  the  plan  with  the  lowest  average-risk  rate.  Plan  C  in  this  example. 
The  lowest  average-risk  rate  ($108.17)  is  multiplied  by  each  plan's  net  risk  of  0.06, 
0.18,  and  -0.168  for  Plans  A,  B,  and  C,  respectively.  This  results  in  adjustments  of 
$6.49,  $19.47,  and  -$18.17  for  these  plans  which  can  be  applied  to  either  the  premium 
or  the  sponsor's  contribution  as  described  in  Appendix  l.A. 


Plan  A 

PlanB 

Plane 

A. 

Premium: 

(Hypothetical) 

120.00 

130.00 

90.00 

B. 

Relative  Risk 

(From  Risk  Assessment) 

1.06 

1.18 

0.832 

C. 

Average  Risk  Rate 

(A*B) 

113.21 

110.17 

108.17 

D. 

EMdcnt  Plan  Ave.  Risk  Rate 

(CPlan  C) 

106.17 

108.17 

108.17 

E. 

Net  Risk 

(B-1) 

0.06 

0.18 

-0.168 

F. 

Ai^mtoicrt  Amount 

(DxE) 

6.49 

19.47 

-18.17 

Option  #2:  Arbitrary  Plan 

In  this  example,  die  standard  is  the  average-risk  rate  of  an  arbitrary  plan.  Plan  A  is 
chosen  in  this  example.  The  average-risk  rate  is  the  premium  which  the  arbitrary 
plan  (Plan  A)  would  have  charged  if  it  had  the  average  risk  (calculated  as  the  plan's 
original  premium  divided  by  its  relative  risk  value.)  The  risk  adjustment  amount 
is  Plan  A's  average-risk  rate  ($113.21)  multiplied  by  each  plan's  net  risk  of  0.06,  0.18, 
and  -0.168  for  Plans  A,  B,  and  C,  respectively.  This  results  in  adjustments  of  $6.79, 
$20.38,  and  -$19.02  for  the  plans.  The  adjustments  can  be  applied  to  either  the 
premium  or  the  sponsor's  contribution  as  described  in  Appendix  l.A.  Notice  that 
the  adjustment  amounts  are  larger  than  in  the  previous  example.  This  is  because 
the  standard  used  in  this  example  is  based  on  the  performance  of  a  less  efficient 
plan,  thus  the  "cost"  per  imit  of  risk  is  higher. 
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Plan  A 

PlanB 

Plane 

A. 

Premium 

(Hypothetical) 

120.00 

130.00 

90.00 

B. 

Relative  Risk 

(From  Risk  Assessment) 

1.06 

1.18 

0.832 

C. 

Average  Risk  Rate 

(A  +  B) 

11321 

110.17 

108.17. 

D. 

Plan  A  Ave.  Risk  Rate 

(C,  Plan  A) 

113.21 

113J1 

113J1 

E. 

Net  Risk 

(B-1) 

0.06 

0.18 

-0.168 

F. 

Adjustment  Amount 

(DxE) 

6.79 

2038 

-19.02 

Option  #3:  Average  Sponsor  Contribution 

In  this  example,  the  standard  is  the  average  sponsor  contribution.  This  is  calculated 
by  dividing  the  total  budgeted  amount  for  health  coverage  made  available  by  a 
particular  sponsor  by  the  number  of  people  offered  heal^  coverage.  In  cases  where 
sponsors  make  an  equal  dollar  contribution  to  all  plans,  it  is  the  amount  of  that 
contribution.  In  this  example,  the  average  sponsor  contribution  of  $90  is  multiplied 
by  the  net  risk  assumed  by  each  plan.  This  results  in  adjustments  of  $5.40,  $16.20 
and  -$15.12  for  Plans  A,  B  and  C,  respectively.  The  adjustments  can  be  applied  to 
either  the  premium  or  the  sponsor's  contribution  as  described  in  Appendix  l.A. 


Plan  A 

PlanB 

Plane 

A. 

Premium 

(Hypothetical) 

120.00 

130.00 

90.00 

B. 

Relative  Risk 

(From  Risk  Assessment) 

1.06 

1.18 

0.832 

C. 

Ave.  Sponsor  Contribution 

(Hypothetical) 

90M 

90M 

90.00 

D. 

Net  Risk 

(B-1) 

0.06 

0.18 

-0.168 

E. 

Af^ustment  Amount 

(CxD) 

5.40 

16.20 

-15.12 

Option  #4:  Avenge  Per  Capita  Payment 

In  this  example,  the  standard  is  an  average  per  capita  payment,  which  is  the  amoimt 
available  per  person  covered.  A  hypothetical  average  per  capita  payment  of  $100  is 
multiplied  by  the  net  risk  assimied  by  each  plan,  llus  results  in  risk-adjustments  of 
$6.00,  $18.00  and  -$16.80  for  Plans  A,  B  and  C,  respectively.  The  risk  adjustments  are 
applied  to  the  average  per  capita  payment  (rather  than  premiums  or  contributions). 


FlanA       PlanB  Plane 


A.  Premhim                                                         NA  NA  NA 

B.  Relative  Risk  (Fiom  Risk  Assessment)     1.06  1.18  0.832 

C.  Ave.  Per  Capita  Payment  (Hypothetical)           100.00  100.00  100 J)0 

D.  Net  Risk  (B-1)                         0.06  0.18  -0.168 

E.  Adhmmeni  Amount  (CxD)                        €M  iBJOO  -16J0 


79-750  0-94-20 
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Comparison  of  Adjustment  Amounts 

A  comparison  of  the  results  of  the  four  hypothetical  examples  described  in  this 
appendix  is  given  below. 


Option  #1:  Most  Efficient  Plan 
Option  #2:  Arbitrary  Plan 
Option  #3:  Average  Sponsor  Contribution 
Option  #4:  Average  Per  Capita  Payment 


Plan  A 

PlanB 

Plane 

6.49 

19.47 

-18.17 

6.79 

20.38 

-19.02 

5.40 

16.20 

-15.12 

6.00 

18.00 

-16.80 

In  the  examples  above,  the  adjustment  amotmts  are  fairly  similar  to  one  another. 
Nevertheless,  each  of  these  options  results  in  different  price  adjustments,  based 
up>on  the  goals  of  the  entity  making  the  adjustment. 

•  The  most  efficient  plan  method  "corrects"  prices  by  an  amount  that  reflects  the 
cost  of  risk  a  relatively  efficient  system.  By  using  this  method,  a  sponsor 
compensates  for  risk  differences  among  plans  and  promotes  efficient  systems 
of  care. 

•  The  arbitrary  plan  method  over-adjusts  prices  since  the  standard  is  based  on  a 
relatively  ine^cient  delivery  system,  thus  on  a  higher  cost  per  unit  of  risk 
than  can  be  achieved  by  the  most  efficient  system  of  care.  This  method  does 
not  create  as  much  of  an  incentive  for  plans  to  operate  more  efficiently.  This 
method  may  be  used  to  "save"  indemnity  plans  by  limiting  indemnity  price 
increases  for  the  consumer. 

•  The  average  sponsor  contribution  under-corrects  prices  because  the 
adjustment  is  based  on  a  percentage  of  the  contribution  rather  than  a 
percentage  of  the  full  premium.  This  method  may  be  used  by  employers  as  an 
easy  way  to  adjust  prices,  particularly  if  the  employer  has  historically  made 
equal  dollar  contributions  to  all  plans.  This  standard  does  not  refiect  the  cost 
of  the  net  risk  in  each  plan. 

•  The  average  per  capita  payment  method  is  different  firom  the  other  methods 
described  here  as  it  results  in  a  risk  adjusted  price  (per-capita  payment)  which 
is  accepted  by  the  sponsor  a  full  payment.  This  standard  has  no  relationship  to 
the  cost  associated  with  the  net  risk  burden. 
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Appendix  2 

Transition  Issues 

There  are  a  number  of  issues  which  will  need  to  be  considered  and  addressed  for 
risk  assessment  and  risk  adjustment  to  be  implemented  under  a  broad  health 
reform  plan.  These  issues  include  development  of  appropriate  data  requirements 
and  systems  for  data  collection  as  well  as  start-up  issues  regarding  the  initial 
measurement  of  risk  and  development  of  a  practical  risk  adjustment  process. 

Broad  implementation  of  risk  assessment  and  adjustment  will  require  an  orgaruzed 
system  for  data  collection,  risk  measurement,  determination  of  the  appropriate  risk 
adjusted  prices  and  oversight  of  the  entire  process.  If  managed  competition  through 
Health  Alliances  is  the  reform  mechanism,  the  Health  Alliance  would  appropriately 
serve  in  this  capacity.  Under  other  reform  mechanisms,  an  alternative 
administrator  would  be  necessary. 

While  any  of  the  risk  assessment  tools  could  be  used,  demographics  and  self- 
reported  health  statvis  seem  to  be  the  most  promising  candidates  for  widely 
implemented  risk  assessment  because  they  pose  the  lowest  level  of  data 
requirements  and  are  relatively  accurate  and  unbiased.   As  more  clinical  data 
become  available,  a  transition  could  be  made  to  a  disease-based  measure  of  risk. 

The  First  Day 

Transition  issues  are  particularly  relevant  on  the  day  that  the  process  begins.  Since 
there  will  be  no  history  imder  tiie  reform  mechanism,  there  is  no  simple  and 
obvious  way  to  establish  the  relative  risk  values  or  risk  adjustments.  One  way  to 
proceed  is  to  base  the  initial  risk  estimates  and  adjustments  on  the  current 
distribution  of  risks  in  health  care  market  areas.  These  estimates  of  the  existing  risk 
distribution  could  be  made  on  a  sample  basis  if  necessary. 

The  First  Year 

During  the  first  year,  p^odic  risk  assessments  and  adjustments  could  be  made 
based  upon  the  most  recent  eivollm^t  distributions.  These  could  probably  be  made 
on  a  sample  basis,  either  quarterly  or  semi-annually.  At  the  end  of  the  year  a 
retrospective  adjustment  might  be  necessary,  if  the  original  estimates  made  for  Day 
One  were  too  far  off.  However,  as  discussed  earlier,  prospective  adjustment  would 
be  the  preferred  method  after  this  initial  transition  period. 

The  Second  Year 

Risk  assessments  could  be  made  on  die  basis  of  the  enrollment  in  health  plans  at 
the  end  of  the  third  quarter  of  each  fiscal  year.  Adjtistments  in  premiums  could 
then  be  made  for  the  coming  fiscal  year  that  reflected  that  risk  assessment. 
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Mr.  Waxman.  Ms.  Rosenblatt? 

STATEMENT  OF  ALICE  F.  ROSENBLATT 

Ms.  Rosenblatt.  Thank  you  for  giving  me  the  opportunity  to 
speak  today.  I  am  speaking  for  the  American  Academy  of  Actuar- 
ies, and  I  am  chair  of  the  American  Academy  of  Actuaries  Risk  Ad- 
justment Work  Group.  Dr.  Bowen  is  also  a  member  of  this  group. 

I  will  be  discussing  four  main  points:  (1)  why  risk  adjustment  is 
needed,  (2)  the  importance  of  risk  assessment,  (3)  the  current  sta- 
tus of  risk  assessment  models,  and  (4)  our  suggestions  for  practical 
short-term  solutions. 

Two  aspects  of  the  Health  Security  Act  create  a  need  for  risk  ad- 
justment. These  are  choice  and  community  rating.  In  spite  of  guar- 
anteed issue  an  renewal  requirements,  health  plans  will  attempt  to 
avoid  high  risk.  There  is  a  major  impact  on  community  rates  for 
doing  this  since  studies  have  found  that  4  percent  of  the  claimants 
produce  50  percent  of  the  claim  costs.  It  is  very  close  to  a  statistic 
that  was  quoted  earlier  this  morning. 

A  lower  community  rate  will  increase  market  share  and  increase 
profit  for  the  carriers  that  can  avoid  these  risks. 

Without  risk  adjustment,  we  also  reward  the  carriers  that  were 
using  medical  underwriting  and  aggressive  rating  prior  to  reform, 
and  we  penalize  the  carriers  that  were  operating  with  guaranteed 
issue  and  renewal  and  community  rating  prior  to  reform,  often  re- 
quired by  State  law. 

The  differences  due  to  such  underwriting  and  rating  practices 
can  be  as  much  as  35  to  80  percent  of  premium  in  the  individual 
and  small  group  markets.  But  choice  of  plan  designs  between  fee- 
for-service,  point-of- service  and  HMO-type  plan  designs  will  also 
cause  adverse  selection  problems.  It  is  likely  that  those  who  are 
least  healthy  and  who  have  established  relationships  with  physi- 
cians will  select  the  plans  that  allow  these  relationships  to  be 
maintained. 

There  is  also  the  potential  for  selection  bias  against  health  plans 
that  contain  high  quality,  specialized  providers  in  their  health  net- 
work. Individuals  who  expect  to  need  a  particular  type  of  high 
quality  specialized  care  will  tend  to  select  plans  that  include  cer- 
tain specialists  and  high  quality  medical  facilities  in  their  network. 

Finally,  a  risk  adjustment  mechanism  may  help  reduce  pricing 
uncertainty.  There  will  be  enormous  pricing  uncertainty  originally. 
Carriers  will  need  to  estimate  changes  due  to  the  switch  from 
using  many  rating  variables  to  community  rating  and  will  also 
need  to  account  for  the  addition  of  the  currently  uninsured  Medic- 
aid/Medicare  population  and  those  left  without  insurance  as  car- 
riers leave  certain  geographic  areas. 

In  addition,  there  will  be  the  impact  of  different  geographic  areas 
than  those  currently  in  use,  different  plan  designs,  and  the  impact 
of  individual  choice  as  opposed  to  employer  choice. 

The  first  step  in  doing  risk  adjustment  is  to  do  a  risk  assessment 
which  quantifies  the  expected  health  care  costs  of  one  population 
compared  to  another.  In  the  Health  Security  Act  we  would  compare 
the  risk  profiles  of  the  various  health  plans  in  a  regional  alliance 
with  the  risk  profiles  of  the  total  alliance. 
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The  next  step  is  to  use  these  assessments  to  perform  risk  adjust- 
ment. A  risk  adjustment  methodology  could  be  used  to  transfer 
payments  among  the  various  health  plans  in  the  regional  alliance. 
A  health  plan  with  a  higher  than  average  risk  population  would  re- 
ceive a  monetary  payment  and  a  health  plan  with  a  lower  than  av- 
erage risk  population  would  make  a  monetary  payment. 

With  community  rating  and  guaranteed  issue  required,  these  ad- 
justments would  allow  premium  rates  to  better  reflect  medical 
management  and  administrative  differences  rather  than  risk  pro- 
file differences.  Many  risk  assessment  models  exist  today.  The  sim- 
plest model  uses  demographics  like  age  and  sex.  More  complex 
models  use  prior  history.  Examples  of  some  of  these  models  are 
contained  in  our  written  testimony. 

The  risk  assessment  models  which  use  historical  data  are  ex- 
pected to  be  costly  to  implement,  have  timeliness  problems,  may  re- 
ward inefRciency  and  inappropriate  treatment  of  patients,  and  are 
not  fully  tested  for  accuracy  and  practicality  for  performing  risk  ad- 
justment in  a  competitive  environment.  There  are  numerous  con- 
cerns about  the  availability  and  integrity  of  the  data. 

Further  complexity  will  be  required — ^will  be  created  if  income 
and  other  indicators  are  added  as  is  done  in  the  Health  Security 
Act  in  an  attempt  to  make  the  risk  adjustment  mechanisms  also 
encourage  health  plans  to  enroll  low  income  individuals  as  well  as 
transferring  risk  among  insurers.  The  Academy  recommends  that 
the  two  needs  be  considered  separately.  Use  a  risk  adjustment 
mechanism  to  deal  with  the  problem  of  unequal  distributions  of 
risks  between  health  plans.  Use  a  subsidy  or  other  type  of  mecha- 
nism to  address  the  problem  of  access  for  low  income  individuals. 

The  American  Academy  of  Actuaries'  paper  discusses  our  con- 
cerns about  administrative  complexity  and  bias  of  many  existing 
models.  We  would  be  happy  to  provide  a  copy  of  this  report  for  the 
record. 

The  Academy  Work  Group  recommended  a  system  like  the  one 
currently  used  in  New  York  State  as  a  short-term  solution.  This 
uses  prospective  demographic  adjustments  and  a  mandatory  high 
cost  medical  condition  reinsurance  system. 

In  conclusion,  we  believe  risk  adjustment  is  necessary  in  a  man- 
aged competition  system  with  community  rating.  Methods  exist 
that  are  suitable  such  as  the  method  used  in  the  State  of  New 
York,  and  the  Academy  would  be  very  happy  to  help  in  both  short- 
and  long-term  solution  finding. 

Mr.  Waxman.  Thank  you  very  much,  Ms.  Rosenblatt. 

[Testimony  resumes  on  p.  622.] 

[The  prepared  statement  of  Ms.  Rosenblatt  follows:] 
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INTRODUCTION 

Health  risk  assessment  and  risk  adjustment  are  relevant  to  three  separate  areas 
addressed  by  the  Health  Security  Act.  The  first  is  the  mechanism  through  which  transfers 
are  made  among  health  plans  within  a  health  alliance  to  adjust  for  differences  in  expected 
health  care  costs  due  to  differences  in  the  populations  insured.  Here  the  Act  states  that 
the  Federal  Board  will  develop  a  risk  adjustment  and  reinsurance  methodology  not  later 
than  April  1.  1995. 

The  Health  Security  Act  contains  a  second  form  of  risk  adjustment  in  the  computation  of 
the  regional  alliance  inflator  factors.  The  computation  includes  provision  for  "a  method 
for  adjusting  the  regional  alliance  inflator  factor  for  each  regional  alliance  in  order  to 
reflect  material  changes  in  the  demographic  characteristics  and  health  status  of  regional 
alliance  eligible  individuals  residing  in  the  alliance  area  in  comparison  with  the  average 
change  in  such  characteristics  for  such  individuals  residing  in  the  United  States".  Ideally, 
if  an  inflator  factor  is  used,  a  risk  assessment  mechanism  will  be  used  to  make  this 
adjustment.  The  third  form  of  risk  assessment  in  the  President's  proposal  is  necessary 
to  perform  outcome  measurement  to  compare  provider  efficiency  and  quality^ 

Each  of  these  uses  of  risk  assessment  has  different  objectives,  places  different 
requirements  on  the  assessment,  and  may  require  a  somewhat  different  methodology  to 
meet  the  objective's  goals. 

This  testimony  focuses  on  only  the  first  of  the  three  types  of  risk  assessment~the 
assessment  of  the  risk  differentials  among  health  plans  and  the  mechanism  through  which 
transfers  are  to  be  made  from  plans  that  insure  lower  risk  to  plans  that  insure  a  higher 
risk  population.  The  testimony  is  divided  into  four  major  sections  which  separately 
address:  (1)  Why  risk  adjustment  is  needed  when  insurers  in  a  private  competitive 
market  are  required  to  community  rate,  (2)  the  importance  of  risk  assessment  in  achieving 
meaningful  risk  adjustments,  (3)  the  current  status  of  risk  assessment  models,  and  (4)  the 
Academy  work  group's  suggestions  for  the  most  practical  way  to  proceed  with  risk 
adjustment  and  community  rating  if  the  President's  proposed  Health  Security  Act  of  1 993 
is  enacted. 

THE  NEED  FOR  RISK  ADJUSTMENTS  UNDER  THE  PRESIDENT'S  PROPOSAL 

In  an  unregulated  competitive  private  health  insurance  system,  each  insurer  assesses  the 
potential  risk  of  individuals  and  groups  at  the  time  the  group  is  insured.  The  insurer  then 
charges  a  premium  that  reflects  the  individual  or  group's  expected  cost  to  the  insurer. 
Under  this  financing  system,  older  individuals,  or  groups  dominated  by  such  individuals, 
will  pay  higher  premiums  than  younger  individuals  and  groups.  Similarly,  those  who  are 
already  known  to  be  in  poor  health  will  pay  higher  rates  than  individuals  who  are  currently 
healthy.  Under  this  system,  there  is  no  need  to  make  transfers  among  insurers  to  reflect 
differences  in  the  risks  the-insurers  have  undertaken.  These  differences  have  already 
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been  accounted  for  by  differences  in  the  premium  rates  the  insurers  have  charged  the 
higher  and  lower  risk  groups  or  individuals  they  have  insured.  The  President's  proposed 
Health  Security  Act  of  1993  retains  private  insurers  and  competition  among  them. 
However,  the  proposal  departs  in  two  fundamental  ways  from  the  classic  approach  to 
pricing  private  insurance.  First,  the  proposal  requires  that  each  insurer  accept  everyone 
who  applies  for  coverage  and  guarantee  the  renewal  of  that  coverage  as  long  as  the 
applicant  is  willing  to  pay  the  premium.  This  practice  is  referred  to  as  guaranteed  issue. 

Second,  each  insurer  would  have  to  charge  the  same  premium  to  everyone  insured  within 
the  same  geographic  area.  The  only  differences  permitted  in  an  insurer's  premiums 
would  be  those  reflecting  differences  in  costs  for  different  family  types.  This  does  not 
mean  that  all  insurers  would  charge  the  same  premium.  For  example,  more  efficient 
insurers  could  be  expected  to  charge  lower  premiums.  The  practice  of  charging  the  same 
rate  for  everyone  within  a  geographic  area  is  called  community  rating. 

It  is  possible  to  imagine  a  competitive  private  health  insurance  system  based  on 
guaranteed  issue  and  community  rating  without  any  type  of  risk  adjustment  mechanism. 
But,  as  different  as  the  outward  appearance  of  that  system  might  be,  it  coy\6  produce 
many  of  the  results  that  have  led  to  criticism  of  the  current  system. 

Without  risk  adjustment,  insurers  would  continue  to  compete  based  on  attempts  to  avoid 
high  risk  individuals  and  groups.  Four  percent  of  the  claimants  of  an  insurance  plan 
generate  as  much  as  50%  of  the  claim  dollars.  In  the  absence  of  risk  adjustment, 
carriers  in  the  regional  alliance  would  have  strong  incentives  to  avoid  attracting  high  risk 
individuals.  Other  factors  being  equal,  insurers  with  better  risks  could  charge  lower 
community  rates  than  carriers  insuring  high  morbidity  individuals  and  would  also  have  the 
opportunity  to  be  more  profitable. 

It  should  be  expected  that  there  will  be  significant  differences  in  risk  characteristics 
among  enrollees  in  the  various  health  plans  during  the  initial  few  years  of  a  reformed 
health  care  system.  One  reason  is  that,  to  date,  different  types  of  insurers  have  been 
subject  to  different  regulations. 

In  states  without  small  group  insurance  reform  legislation,  some  carriers  use  medical 
underwriting  to  exclude  high-risk  individuals  from  their  insurance  plans.  Other  carriers  in 
the  same  market,  such  as  Blue  Cross/Blue  Shield  plans,  are  often  required  by  law  to 
insure  everyone  who  applies  who  can  pay  the  premium.  In  addition,  current  rating 
practices  differ  among  insurers.  In  a  given  market  some  insurers  may  be  using,  or  be 
required  by  law  to  use,  community  rating.  Other  insurers  in  the  same  market  charge 
different  premiums  based  on  a  person's  age,  sex,  location,  industry,  health  status,  health 
experience,  and  how  long  they  have  been  insured. 

Even  in  states  that  have  enacted  small  group  insurance  reform  legislation,  these 
underwriting  and  rating  practices  may  still  be  prevalent  in  the  individual  insurance  market. 
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Moreover,  for  group  insurance  there  is  often  a  phase-in  period  for  newly  legislated 
restrictions  on  rating  practices,  and,  even  after  full  implementation,  demographic  rating 
often  is  permitted,  as  well  as  limited  use  of  such  rating  variables  as  health  status  and 
health  experience. 

Studies  have  shown  that  if  the  risk  profile  of  a  carrier  that  has  been  using  medical 
underwriting  and  aggressive  rating  is  compared  to  a  carrier  that  has  been  using 
guaranteed  issue  and  community  rating,  there  can  be  differences  in  expected  morbidity 
costs  that  translate  into  35%  to  80%  differences  in  premium.  Thus,  if  the  President's 
approach  to  pricing  were  adopted  without  a  risk  adjustment  mechanism,  a  health  plan 
might  have  the  lowest  rates  in  the  regional  alliance,  but  that  could  be  due  to  the  carrier's 
past  practice  of  medical  underwriting  and  aggressive  rating  based  on  risk  characteristics, 
as  opposed  to  more  effective  medical  management  and  administrative  efficiency. 

A  system  with  guaranteed  issue  and  community  rating  without  risk  adjustment  will  also 
exacerbate  the  problems  of  adverse  selection  that  already  plague  certain  parts  of  the 
current  private  health  insurance  system.  Under  the  Health  Security  Act,  all  individuals  will 
be  able  to  choose  between  fee-for-service,  point  of  service,  and  HMO-type  plan  designs. 
With  guaranteed  issue,  individual  choice  will  assure  adverse  selection  in  the  short  run 
since  those  who  are  least  healthy  on  the  date  of  implementation  who  have  established 
relationships  with  physicians  they  trust  will  select  those  plans  that  allow  these 
relationships  to  be  maintained.  Even  after  initial  implementation,  this  type  of  adverse 
selection  against  plans  that  permit  the  greatest  choice  of  physicians  is  likely  to  persist. 
It  is  well  known  that  in  many  areas  of  the  country  HMOs  tend  to  attract  a  disproportionate 
share  of  healthy  individuals.  Less  healthy  individuals  tend  to  prefer  fee-for-service  plans 
which  offer  the  greatest  flexibility  in  choice  of  both  doctors  and  hospitals. 

Greater  opportunities  for  individual  choice  will  doubtless  be  accompanied  by  greater 
adverse  selection  against  plans  that  offer  the  broadest  choice  of  medical  providers.  Thus, 
without  a  risk  adjustment  mechanism,  risk  selection  would  dominate  differences  in 
premium  rates  among  various  types  of  plans,  and  the  major  goal  of  managed  competition 
-premium  rates  that  reflect  differences  in  the  efficiency  of  delivery  of  medical  care-would 
be  lost. 

Of  equal  concern  is  the  potential  for  selection  bias  against  health  plans  that  contain  high 
quality,  specialized  providers  in  their  health  networks.  Individuals  who  expect  to  need  a 
particular  type  of  high  quality,  specialized  care  will  tend  to  select  plans  that  include  certain 
specialists  and  high  quality  medical  facilities  in  their  network.  Cancer  patients,  for 
instance,  will  select  plans  that  include  hospitals  with  the  latest  technology  and  physicians 
with  distinguished  reputations  as  oncologists.  Individual  choice  combined  with  open 
enrollment  periods  will  assure  that  adverse  selection  is  maximized.,  Many  high  cost 
diseases  are  either  chronic  or  require  multiple  years  of  treatment.  With  guaranteed  issue 
and  open  enrollment,  those  who  become  ill  will  have  an  opportunity  to  enroll  in  a  plan 
offering  quality  specialized  care  after  they  have  been  diagnosed. 
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Without  an  appropriate  risk  adjustment  mechanism,  plans  with  highly  reputed  specialists 
and  medical  facilities  in  their  networks  will  be  penalized  because  they  will  attract  a 
disproportionate  share  of  individuals  requiring  high  cost  medical  care.  In  the  absence  of 
risk  adjustment,  the  premiums  of  the  plans  with  the  best  specialized  medical  services  for 
one  or  more  medical  conditions  would  be  driven  up  relative  to  plans  that  provide  standard 
services.  This  could  operate  to  the  disadvantage  of  creating  medical  centers  of 
excellence  in  certain  specialized  areas  of  medicine  and  could  even  result  in  plans  not 
including  certain  such  centers  in  their  networks.  Under  the  President's  proposal,  health 
plans  with  premiums  20%  higher  than  the  average  can  be  barred  from  further  participation 
in  the  alliance.  Appropriate  risk  adjustment  mechanisms,  on  the  other  hand,  could  both 
assure  that  such  centers  of  excellence  are  preserved  and  could  also  encourage  cost 
effective  treatment  at  such  centers. 

One  final  reason  to  begin  operation  of  a  new  system  in  the  President's  proposal  with  a 
risk  adjustment  mechanism  in  place  is  the  need  to  reduce  pricing  uncertainty  for  insurers 
of  all  types.  Although  all  of  the  ramifications  of  moving  from  the  current  pricing  system 
to  the  one  proposed  in  the  Health  Security  Act  cannot  be  anticipated,  there  is  likely  to  be 
a  good  deal  of  price  instability  until  the  benefits  of  managed  competition  bagin  to  work 
their  way  through  the  system.  For  insurers  that  have  been  using  age  and  other  variables 
to  set  rates,  developing  community  rates  will  mean  making  assumptions  about  the 
distribution  of  risk  that  v/ill  remain  in  the  insurer's  risk  pool.  In  addition,  since  it  is 
expected  that  many  insurers  will  leave  specific  markets,  the  insurer  will  need  to  make 
assumptions  about  the  impact  on  the  risk  pool  of  new  entrants.  Then,  there  are  the 
implications  of  adding  the  currently  uninsured,  as  well  as  the  Medicaid  population  and 
potentially  even  the  Medicare  population.  There  is  also  the  impact  of  individual  as 
opposed  to  employer  choice  to  consider.  Many  individuals  may  select  plans  not  currently 
offered  by  their  employers.  Currently,  insurers  charge  different  premiums  based  on 
geographic  location.  The  geographic  region  of  the  health  alliance  may  be  very  different 
than  the  insurer's  current  geographic  rating  areas.  Carriers  will  also  have  to  make 
adjustments  for  different  plan  designs,  since  the  standard  plans  in  the  President's 
proposal  differ  from  those  most  insurers  currently  offer. 

With  all  of  these  factors  coming  into  play,  setting  premiums  in  the  short  run  will  involve 
enormous  uncertainty  for  most  insurers.  This  uncertainty  should  be  taken  very  seriously. 
Profit  margins  for  health  insurance  are  generally  in  the  range  of  2%  to  4%  which  leaves 
only  a  small  margin  for  error.  Moreover,  the  short-run  financial  capacity  of  many  insurers 
could  be  stretched  to  its  limits  by  large  numbers  of  new  enrollees  from  the  currently 
uninsured  population  or  from  the  currently  insured  population  who  are  abandoned  when 
their  insurer  leaves  the  market.  In  such  an  environment,  there  would  be  a  tremendous 
incentive  for  insurers  to  take  advantage  of  any  gaps  in  the  regulatory  stmcture  and 
attempt  to  create  new  ways  to  avoid  the  worst  health  risks  in  order  to  assure  survival, 
gain  profitability,  or  simply  minimize  the  risk  of  insolvency. 
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An  appropriate  risk  adjustment  could  relieve  some  of  the  pressure  of  pricing  uncertainty 
instability  during  the  transition,  but  it  would  not  solve  all  of  the  transitional  problems. 
Insurers  would  still  be  faced  with  serious  pricing  uncertainty  and  initial  errors  in  pricing 
might  be  difficult  to  correct  since  the  inflator  factor  included  in  the  Health  Security  Act 
would  appear  to  prevent  insurers  who  mistakenly  underprice  from  recovering  in  the 
following  year.  In  the  short  run  at  least,  serious  pricing  and  solvency  concerns  would 
remain,  even  with  a  very  well  designed  risk  adjustment  mechanism.  Another  Academy 
work  group  is  studying  solvency  issues  that  arise  in  the  context  of  the  President's 
proposal  and  shared  its  initial  findings  with  the  Commerce,  Consumer  Protection  and 
Competitiveness  Subcommittee  in  testimony  on  November  17.  Because  the  regional 
alliance  inflator  factor  is  such  a  critical  area  and  involves  complex  actuarial  issues,  the 
Academy  has  created  a  separate  work  group  on  this  specialized  area.  The  group  will 
share  its  separate  findings  with  this  subcommittee.  This  Academy  work  group's 
comments  are  limited  here  to  risk  transfers  among  plans  within  a  single  health  alliance. 

In  summary,  a  risk  adjustment  mechanism  that  makes  appropriate  transfers  among  health 
plans  that  undertake  different  levels  of  risk  is  essential  to  the  success  of  managed 
competition  as  presented  in  the  Health  Security  Act  of  1993.  First,  risk  adjustment  is 
needed  to  protect  health  plans  that  enroll  a  disproportionate  number  of  high  utilizers  of 
health  care.  Second,  and  more  important  from  the  perspective  of  the  designers  of  the 
President's  proposal,  risk  adjustment  will  tend  to  eliminate  those  differences  in  premiums 
arising  solely  from  differences  in  the  health  risks  of  those  insured.  The  remaining 
premium  differences  among  insurers,  then,  would  reflect  differences  in  the  cost  and 
effectiveness  of  care,  rather  than  whether  an  insurer  happens  to  end  up  with  a  group  of 
insureds  that  are,  on  average,  higher  or  lower  health  risks. 

The  remainder  of  this  testimony  will  discuss  the  general  approach  used  to  measure 
relative  risk  among  insured  groups,  the  state  of  the  art  of  such  measurement,  the 
Academy  work  group's  concerns  about  risk  adjustment,  and  finally,  suggestions  for  how, 
as  a  practical  matter,  risk  adjustment  could  be  dealt  with  most  successfully  under  the 
President's  proposed  Health  Security  Act  of  1993. 


RISK  ADJUSTMENT  REQUIRES  RISK  ASSESSMENT 

Adjusting  for  differences  in  risk  among  health  insurers  is  a  two-stage  process.  The  first 
part  of  the  process  is  assessing  the  health  risk  associated  with  individuals  and  groups, 
which  means  measuring  on  some  objective  basis  the  amount  by  which  one  group's 
expected  health  care  costs  will  exceed  the  expected  health  care  costs  of  another  group. 
Under  the  Health  Security  Act,  where  health  plans  compete  with  each  other  within 
regional  alliances  using  community  rates,  a  risk  assessment  model, would  be  used  to 
compare  the  risk  profile  of  each  health  plan's  population  with  that  of  the  total  population 
of  the  regional  alliance.  For  example,  a  given  risk  assessment  model  might  predict  that 
the  expected  health  expenditures  of  one  insurer  is  20%  higher  than  the  average  for  the 
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total  population  of  the  regional  health  alliance.  Another  insurer's  expenditures  might  be 
predicted  to  be  20%  below  the  average  for  the  health  alliance. 

Once  risk  assessments  are  done,  the  next  step  is  to  use  these  assessments  to  perform 
risk  adjustment.  A  risk  adjustment  methodology  could  be  used  to  transfer  payments 
among  the  various  health  plans  in  the  regional  alliance.  A  health  plan  with  a  higher-than- 
average  risk  population  would  receive  a  monetary  payment,  and  a  health  plan  with  a 
lower-than-average  risk  population  would  make  a  monetary  payment.  With  community 
rating  and  guaranteed  issue  required,  these  adjustments  would  allow  premium  rates  to 
better  reflect  medical  management  and  administrative  differences,  rather  than  risk  profile 
differences. 


CURRENT  STATUS  OF  RISK  ASSESSMENT  MODELS 

There  are  many  different  methods  for  assigning  relative  risk  classifications;  each  is 
distinguished  by  the  model  used  to  determine  the  risk  categories.  For  example,  a  risk 
assessment  based  on  self-reported  health  status  would  assign  a  numerical  score  to 
people  based  on  what  items  they  included  in  a  report  on  their  own  health.  A 
demographic  relative  risk  factor  would  segregate  individuals  into  risk  categories  on  the 
basis  of  demographic  factors  such  as  age/sex  or  family  status.  A  diagnostic  or  prior- 
history  risk  assessment  method  might  segregate  individuals  into  risk  categories  based  on 
illness  or  number  of  hospitalizations  in  the  previous  year. 

Risk  assessment  models  can  range  from  the  very  simple  to  very  complicated.  The 
simplest  type  of  model  for  doing  risk  assessment  would  use  age  and  sex  characteristics 
only,  since  many  studies  show  that  age  and  sex  correlate  well  with  health  care  cost 
differentials.  Other  models  currently  being  discussed  include  questionnaires  on  health 
status  and  models  that  use  prior  medical  history.  The  prior  history  models  are  generally 
more  complicated  because  of  the  amount  of  data  the  measurements  require  and  the 
more  complex  interactions  of  the  data  elements. 

Examples  of  risk  assessment  methods  generally  referenced  today  include: 

Ambulatory  Care  Groups  (ACGs),  a  model  that  classifies  risk  using  age/sex  and 
ICD-9  diagnoses  assigned  during  ambulatory  care; 

Diagnostic  Cost  Groups  (DCGs),  a  prior-history  risk  classification  system  that  uses 
inpatient  hospitalization  data; 

Payment  Amount  for  Capitated  System  (PACS),  a  model  that  classifies  risks 
using  age/sex,  disability  status,  chronidty,  major  diagnostic  category  and 
level  of  ambulatory  resource  use; 
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RAND  36--ltem  Health  Survey  1.0,  a  self-reported  health  status  measure 
consisting  of  36  questions;  and 

Robinson-Luft,  a  model  that  applies  a  series  of  conditional  probability  regression 
equations  to  assign  relative  risk  factors  based  on  data  from  an  employer's 
database. 

Many  of  these  risk  assessment  models  require  vast  amounts  of  historical  data  on  the 
individuals  to  be  insured.  Such  methods  are  not  without  fault.  They  are  expected  to  be 
costly  to  implement,  have  timeliness  problems,  may  reward  inefficiency  and  inappropriate 
treatment  of  patients,  and  are  not,  for  the  most  part,  fully  tested  for  accuracy  and 
practicality  for  performing  risk  adjustment  in  a  competitive  environment.  A  debate  is 
anticipated  over  the  best  method  to  use  to  test  the  validity  of  these  different  -risk 
assessment  models.  Some  mistakenly  believe  that  an  adequate  assessment  model  must 
predict  health  expenses  well  on  an  individual  enrollee-by-enrollee  basis.  However,  the 
intent  is  to  remove  the  impact  of  risk  selection  from  premiums  for  a  health  plan's  whole 
insured  population  within  a  regional  alliance.  Differences  in  expenses  among  groups  is 
what  ultimately  matters  not  which  particular  individual  within  a  group  becomes  ill. 
Perhaps  the  best  test  of  a  risk  assessment  method  is  the  willingness  of  health  plans  to 
participate  in  a  new  system. 

The  Academy  work  group  reviewed  existing  risk  assessment  methodologies  and  was 
unable  to  recommend  any  one  method.  The  work  group  strongly  recommends  that 
further  research  be  done.  The  research  needs  to  focus  on  the  cost  and  administrative 
difficulties  of  using  any  of  the  methods  that  depend  on  prior  history  or  self  reported 
questionnaires  to  perform  risk  assessment  as  well  as  their  accuracy. 

A  great  deal  of  research  is  occurring  at  the  current  time.  The  Society  of  Actuaries  (the 
educational  and  research  body  for  life,  health  and  pension  actuaries)  has  established  a 
research  group  to  do  work  on  risk  adjustment.  The  Health  Insurance  Association  of 
America  is  also  performing  such  research  as  is  the  Bay  Area  Business  Group  on  Health 
in  California.  In  addition,  the  Academy's  Work  Group  on  Risk  Adjustment  is  studying  the 
results  of  the  risk  adjustment  methodology  currently  being  used  in  New  York  and  will 
report  on  the  New  York  results  as  information  becomes  available. 

Much  of  the  research  that  has  been  done  on  testing  risk  assessment  methods  has  not 
tested  the  predictive  power  of  a  particular  model  in  combination  with  a  reinsurance 
mechanism.  It  is  likely  that  with  the  small  percentage  of  claimants  that  generate  the  high 
proportion  of  claims  removed  from  a  particular  group  of  insured  individuals  that  age  and 
sex  will  account  for  much  of  the  remaining  variation. 
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INITIAL  IMPLEMENTATION  AND  DESIGN  ISSUES 

An  appropriate  risk  adjustment  mechanism  can  be  developed  and  implemented  in  the  1 8- 
month  time  frame  stated  in  the  President's  proposal.  However,  any  adjustment 
mechanism  that  is  proposed  and  implemented  must  meet  two  rigorous  standards. 

First,  the  risk  assessment  measurement  must  be  designed  in  a  manner  that  avoids 
systematic  understatement  or  overstatement  of  the  risk  associated  with  one  or  more  of 
the  factors  used.  Any  systematic  bias  will  result  in  transfers  that  distort  premium 
differentials  so  that  they  are  a  less  true  representation  of  the  differences  in  cost  and 
effectiveness  of  care  being  delivered  under  different  health  plans.  Such  bias  will  also 
encourage  insurers  (and  perhaps  their  providers)  to  do  business  in  a  way  that  takes 
advantage  of  that  bias,  thus  exaggerating  the  extent  to  which  premiums  do  not  represent 
differences  in  the  cost  and  effectiveness  of  care. 

The  second  major  criterion  for  a  risk  adjustment  mechanism  is  that  it  be  designed  to 
prevent  the  providers  from  influencing  the  measurement  by  the  course  of  care  they 
deliver  or  by  how  they  record  an  episode  of  care. 

A  close  corollary  to  these  first  two  criteria  Is  that  the  data  requirements  for  assessing  risks 
not  be  unduly  complex  and  that  the  adjustment  methodology  for  making  transfers  be 
reasonably  simple  to  administer.  This  is  important  to  prevent  unknown  biases  from 
creeping  into  the  system,  to  limit  the  potential  for  individual  insurers  to  manipulate  the 
system  and  to  avoid  introducing  even  greater  uncertainty  into  insurers'  premium  setting 
than  the  system  will  initially  generate  for  other  reasons. 

Finally,  risk  adjustment  should  be  prospective  to  the  maximum  extent  possible  to  minimize 
uncertainty  when  insurers  are  setting  their  premiums.  Prospective  adjustment  means  that 
the  factors  used  in  the  risk  assessment  must  be  readily  available  and  up-to-date. 

Meeting  the  goal  of  administrative  simplicity  will  be  more  difficult  to  achieve  than  many 
may  suppose.  Even  if  a  fairly  simple  system  based  on  demographic  adjustments  plus 
one  or  two  other  factors  were  adopted,  there  would  be  complexities  that  would  require 
trade-offs  between  accuracy  in  risk  assessment  and  administrative  cost.  For  example, 
there  may  be  a  need  for  different  demographic  factors  for  each  plan  design  contained  in 
the  Health  Security  Act  because  medical  experience  by  age  may  differ  for  plan  designs 
that  contain  different  deductibles  and  coinsurance  features.  At  present,  some  insurance 
companies  do  not  maintain  data  on  the  individuals  insured,  particulariy  for  employer 
groups  of  more  than  25  employees.  Such  employers  often  submit  a  census  data 
statement  to  the  insurance  company  that  just  indicates  the  number  of  individual  and 
family  units  to  be  insured.  New  data  requirements  would  be  necessary  for  the  insurance 
companies.  (It  should  be  noted  that  carriers  that  do  not  maintain  such  data  will  not  be 
able  to  effectively  review  measurements  for  the  purpose  of  managing  care.) 
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The  risk  assessment  methods  that  use  prior  history  raise  many  data  issues.  HMO's  that 
pay  physicians  capitation  or  have  staff  physicians  may  not  currently  maintain  encounter 
data.  Indemnity  plan  data  will  generally  not  have  information  on  prescription  drugs  and 
information  on  services  used  that  did  not  result  in  a  claim  submission  due  to  the  amount 
of  the  plan  deductible.  The  data  definitions  between  health  plans  can  vary  and  there  will 
be  no  prior  history  data  on  those  uninsureds  prior  to  reform.  Various  factors  can  also 
impact  the  integrity  of  the  data.  For  example,  the  data  integrity  could  suffer  during  a 
heavy  claim  backlog  because  of  time  demands  placed  on  claim  processors. 

Any  mechanism  that  is  considered  also  needs  to  be  able  to  handle  frequent  status 
changes  in  the  population  due  to  changes  in  location,  family  status,  and  employer 
changes,  (for  example,  a  change  from  an  employer  of  smaller  size  in  regional  alliance  to 
an  employer  that  has  a  Corporate  Alliance). 

Privacy  issues  and  cultural  factors  are  also  a  concern.  For  example,  if  a  questionnaire 
model  is  used,  are  individuals  required  to  answer  personal  questions  and  how  reliable  will 
their  answers  be?  Will  certain  individuals  respond  in  a  "biased"  fashion  due  to  their 
cultural  backgrounds?  Overtime,  it  is  also  likely  that  a  questionnaire-based  oaodel  would 
be  highly  subject  to  potential  gaming. 

Further  complexity  will  be  created  if  income  and  other  indicators  are  added  in  an  attempt 
to  make  the  risk  adjustment  mechanism  also  encourage  health  plans  to  enroll  low-income 
individuals  as  well  as  transfering  risks  among  insurers.  The  Academy  recommends  that 
the  two  needs  be  considered  separately:  use  a  risk  adjustment  mechanism  to  deal  with 
the  problem  of  unequal  distributions  of  risks  between  health  plans;  use  a  subsidy  or  other 
type  of  mechanism  to  address  the  problem  of  access  for  low-income  individuals. 

The  Academy  agrees  with  the  President's  proposal  that  it  may  not  be  possible  to  develop 
an  "adequate  system  of  prospective  adjustment  of  payment".  Thus  the  proposal  provides 
for  a  mandatory  reinsurance  system  which  may  be  phased  in  over  time  as  adequate 
prospective  risk  adjustment  systems  become  available.  In  fact,  in  its  own  report  on  risk 
adjustment,  the  Academy  work  group  recommended  that  if  a  solution  is  needed  in  the 
short  term,  defined  as  the  next  18  months,  that  a  "non-voluntary  reinsurance  mechanism 
such  as  a  high-cost  medical  condition  system,  with  appropriate  incentives  for  efficiently 
managing  care  be  used  as  an  interim  measure  . . .  this  mechanism  will  permit  immediate 
movement  toward  risk  adjustment  without  the  need  to  build  up  complicated  systems  and 
procedures  that  may  have  to  be  discarded  once  a  better  long-term  approach  to  risk 
adjustment  has  been  determined". 

However,  a  reinsurance  mechanism  raises  other  concerns.  Such  a  mechanism  will  have 
to  be  carefully  designed  to  avoid  rewarding  inefficiency.  The  mechanism  will  need  to  be 
designed  in  a  way  that  avoids  encouraging  more  treatment  than  necessary  because  of 
the  reimbursement  feature  of  the  reinsurance  mechanism. 
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POSSIBLE  SHORT-RUN  APPROACH 

Some  have  asserted  that  it  is  not  possible  to  design  an  appropriate  risk  assessment  and 
accompanying  adjustment  methodology  to  accommodate  a  managed  competition  scheme 
that  includes  guaranteed  issue  and  community  rating  in  less  than  five  years  and,  then, 
only  if  the  government  funds  research  to  develop  such  measures.  These  assertions 
seem  to  contradict  the  very  experience  that  has  lead  many  to  support  health  insurance 
reform. 

Insurers  have  been  severely  criticized  for  underwriting  and  rating  practices  that  allow 
insurers  in  the  current  environment  to  compete  based  on  their  ability  to  select  risk  as 
opposed  to  their  at)ility  to  effectively  manage  medical  and  administrative  costs.  If  insurers 
are  able  to  effectively  select  good  risks  and  avoid  poor  risks  before  insuring  them,  then 
it  is  reasonable  that  similar  techniques  can  be  used  to  adjust  for  differences  in  risks  after 
they  have  been  insured.  For  example,  age  has  long  been  used  to  set  premium  rates  and, 
depending  upon  a  plan's  deductibles,  health  expenditures  for  a  group  of  males  in  their 
fifties  are  as  much  as  four  times  health  expenditures  for  a  group  of  males  in  their 
twenties.  _ 

In  its  May  1 993  report  on  health  risk  adjustment,  the  Academy  could  not  recommend  that 
any  of  the  current  risk  adjustment  methods  under  development  be  adopted  for  purposes 
such  as  those  in  the  proposed  Health  Security  Act  of  1993.  If  an  interim  solution  is 
needed,  however,  the  Academy  work  group  would  propose  that  a  mechanism  similar  to 
the  one  recently  implemented  in  New  York  State  be  considered. 

The  State  of  New  York  passed  insurance  reform  legislation  (Small  Group  and  Individual 
Insurance  Reform,  Chapter  501  of  the  Laws  of  1992  and  regulations  NYCRR  360  and 
361)  that  took  effect  April  1993.  The  law  has  a  prospective  risk  adjustment  mechanism 
which  depends  on  age,  sex,  and  family  status.  There  is  also  a  mandatory  reinsurance 
mechanism  for  high-cost  medical  conditions.  The  types  of  conditions  reimbursed  through 
the  high-cost  medical  condition  reinsurance  include:  heart,  liver,  pancreas,  pulmonary 
and  bone  marrow  transplantation;  and  intensive  care  for  neonates  with  low  birth  weight 
for  more  than  30  days.  In  addition,  monthly  payments  are  made  for  conditions  such  as 
AIDS,  and  specified  conditions  requiring  ventilator  dependency. 

The  methodology  in  the  New  Yort^  legislation  tries  to  discourage  unnecessary  treatment 
by  setting  the  reimbursement  equal  to  the  lesser  of  a  fixed  amount  and  the  actual 
expenses  incurred,  where  the  fixed  amount  is  low  enough  to  encourage  the  management 
of  care;  i.e.,  carriers  cannot  profit  from  the  pool,  but  rather  will,  in  most  cases,  have  some 
continuing  financial  responsibility  and  incentive  to  manage  care. 

It  is  too  soon  to  judge  how  well  the  New  York  risk  adjustment  methodology  is  working. 
There  were  predictions  that  many  carriers  would  stop  writing  business  in  New  York  State, 
and  in  fact  only  a  limited  number  did.  None  of  the  major  carriers  in  the  market  has  yet 
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left  the  state.  The  Academy's  Risk  Adjustment  Work  Group  has  initiated  a  project  to 
study  the  New  York  experience  as  data  become  available. 

The  New  York  model  would  require  some  modification  before  it  could  be  adopted  at  the 
federal  level.  For  example,  the  regulation  requires  insurers  that  will  prospectively  receive 
positive  adjustments  through  the  risk  adjustment  mechanism  to  build  these  adjustments 
into  rates  in  the  form  of  rate  decreases.  There  is,  however,  no  parallel  requirement  to 
increase  rates  for  insurers  that  will  make  payouts  on  a  prospective  basis.  If  insurers  fund 
their  risk  adjustment  transfers  to  other  insurers  from  their  surplus  assets,  then  the 
resulting  premium  differentials  will  not  reflect  differences  in  the  insurers'  abilities  to 
manage  medical  and  administrative  costs.  Although  giving  an  insurer  the  option  of  not 
adding  the  money  transferred  to  other  carriers  to  the  premium  may  seem  like  a  good  idea 
in  New  York  State,  such  behavior  would  undermine  a  basic  competitive  premise  in  the 
President's  proposal  and  add  to  the  solvency  risk  of  any  insurer  that  chose  not  to  pass 
the  added  cost  on  to  those  it  covers. 


CONCLUSION 

Risk  adjustment  mechanisms  and  the  risk  assessments  that  underlie  them  are  necessary 
in  the  context  of  a  reformed  system  as  defined  by  the  Health  Security  Act.  Proper  risk 
assessment  will  do  the  following  in  a  managed  competition  environment:  enable  relative 
comparisons  of  quality  and  efficiency  of  providers;  accommodate  adjustments  for 
changing  regional  differences  in  morbidity  over  time;  and  permit  adjustments  within  a 
regional  alliance  for  differences  in  the  risks  Insured  by  each  participating  health  plan  so 
that  premiums  reflect  differences  in  the  effectiveness  of  care  rather  than  differences  in 
risks. 

The  Health  Security  Act  contains  a  provision  for  a  risk  adjustment  mechanism  for 
transfers  among  plans  within  a  health  alliance  that  states  a  wori<able  solution  can  be 
found  by  April  1,  1995.  The  Academy  agrees  with  that  statement.  Both  the  American 
Academy  of  Actuaries  and  the  Society  of  Actuaries  currently  has  work  underway  that  will 
assist  in  the  development  of  interim  risk  adjustment  mechanisms,  and  both  organizations 
will  do  all  that  they  can  to  help  in  the  development  of  a  wort<able  solution^ 
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Mr.  Waxman.  Mr.  Neuschler? 

STATEMENT  OF  EDWARD  NEUSCHLER 

Mr.  Neuschler.  Mr.  Chairman,  thank  you  for  the  opportunity  to 
testify  today.  I  will  focus  on  just  a  few  key  points. 

First,  the  Health  Insurance  Association  of  America  strongly  sup- 
ports comprehensive  health  care  reform,  including  universal  cov- 
erage. In  particular,  we  support  enactment  of  rules  that  would  re- 
quire insurers  and  other  health  plans  to  take  all  comers,  thereby 
guaranteeing  that  no  one  will  be  denied  coverage  or  dropped  from 
coverage  based  on  their  health  status,  medical  condition  or  claims 
experience. 

Along  with  other  proponents  of  reform,  we  want  competition 
among  health  insurers  to  be  based  on  the  quality  of  the  services 
they  provide  and  on  how  well  they  manage  the  real  cost  of  provid- 
ing medical  care.  But  to  do  that  we  have  to  make  sure  that  insur- 
ers don't  benefit  by  being  able  to  charge  lower  premiums  if  they  en- 
roll a  healthier  mix  of  people  than  their  competitors,  and  we  have 
to  make  sure  that  insurers  aren't  penalized  by  having  to  charge 
higher  rates  if  they  happen  to  get  a  larger  than  average  share  of 
people  with  significant  medical  problems.  This  is  what  a  risk  ad- 
justment mechanism  is  expected  to  accomplish. 

The  question  is  whether  a  workable  and  adequate  risk  adjust- 
ment system  can  be  developed.  We  believe  the  answer  may  depend 
on  the  environment  in  which  the  system  is  expected  to  operate. 

We  have  had  a  working  group  of  member  company  actuaries 
studying  the  risk  adjustment  issue  for  some  months,  and  while 
their  work  is  continuing,  we  have  reached  a  few  preliminary  con- 
clusions. We  are  confident  that  risk  adjustment  can  work  if  most 
people  receive  their  coverage  as  part  of  employment-based  groups; 
that  is,  if  we  have  a  reformed  insurance  market  in  which  most  peo- 
ple's coverage  is  arranged  directly  through  their  employer  as  it  is 
today,  then  we  are  confident  that  a  risk  adjuster  can  be  developed 
and  implemented  that  will  fulfill  the  objectives  I  outlined. 

Two  factors  contribute  to  this  confidence.  First,  health  care  costs 
vary  less  between  groups  than  between  individuals  because  vir- 
tually any  employer  group  that  happens  to  have  some  unhealthy 
people  will  also  have  some  healthy  ones.  Second,  we  have  extensive 
experience  with  both  rating  and  reinsurance  approaches  in  the  em- 
ployment-based market.  A  risk  adjustment  mechanism  for  this  en- 
vironment can  draw  on  that  experience  and  will  not  have  to  break 
new  ground. 

On  the  other  hand,  we  have  very  little  practical  experience  with 
health  insurance  environments  in  which  large  pools  guarantee  indi- 
viduals a  choice  among  a  large  number  of  different  health  insurers, 
and  the  experience  that  is  available  from  those  environments  is  not 
reassuring.  Both  the  Federal  Employees  Program  and  the 
COWPEiiS  system  have  one  or  two  participating  plans  that  have 
experienced  severe  adverse  selection,  and  Medicare  sees  the  reverse 
side  of  this  same  problem.  HCFA  believes  that  HMO's  serving  Med- 
icare patients  have  been  benefiting  from  favorable  selection,  leav- 
ing the  worst  risks  in  the  traditional  program. 

Understandably,  people  who  are  older  or  who  have  existing 
health  problems  want  to  keep  seeing  the  physicians  with  whom 


623 


they  have  already  established  satisfactory  relationships.  Therefore 
they  don't  want  to  join  plans  that  limit  their  choice  of  doctor  or 
that  make  them  pay  much  more  to  see  an  out-of-plan  doctor.  As  a 
result,  insurers  that  offer  complete  free  choice  of  doctors  or  at  least 
good  coverage  for  out-of-plan  services  get  a  higher  proportion  of 
sicker  and  costlier  people  than  other  plans. 

This  is  one  kind  of  problem  risk  adjustment  is  intended  to  solve 
and  it  may  prove  possible  to  develop  a  risk  adjuster  that  will  work 
in  an  individual  choice  environment.  But  after  reviewing  the  re- 
search available  to  date,  we  are  not  yet  convinced. 

In  this  kind  of  environment  we  are  dealing  with  more  than  civil 
demographic  differences  that  can  be  easily  adjusted  for.  What 
makes  the  problem  more  difficult  is  that  each  individual  will  al- 
ways know  more  about  his  or  her  own  health  situation  than  can 
be  determined  by  outsiders  who  must  rely  on  objective  external  ob- 
servations about  the  person. 

If  virtually  everyone  is  required  to  get  their  health  insurance 
through  large  regional  health  alliances  as  the  administration  pro- 
poses, the  continued  existence  of  health  plans  offering  relatively 
free  choice  of  provider  will  depend  critically  on  the  existence  of  a 
workable  risk  adjuster  that  can  adequately  compensate  for  the  bias 
selection  that  is  certain  to  result  in  that  environment.  If  no  such 
risk  adjuster  is  available,  free  choice  plans  will  be  unaffordable  for 
many  Americans  unless  the  ability  to  arrange  coverage  outside  the 
health  alliances  is  maintained. 

As  you  no  doubt  know,  we  at  the  Health  Insurance  Association 
think  there  are  many  other  convincing  reasons  why  health  alli- 
ances should  not  be  made  the  only  way  Americans  can  arrange 
health  coverage. 

Mr.  Chairman,  our  actuarily  work  group  is  continuing  to  work  on 
possible  risk  adjustment  models  and  to  look  at  data  and  run  them 
through  a  demonstration  program,  and  I  hope  we  will  be  able  to 
come  back  early  next  year  and  tell  you  what  we  have  found.  In  par- 
ticular, we  hope  to  be  able  to  demonstrate  at  least  that  risk  adjust- 
ment can  deal  with  potential  selection  problems  when  coverage  is 
based  on  employer-sponsored  groups. 

Be  happy  to  answer  any  questions  you  may  have. 

Mr.  Waxman.  Thank  you  very  much. 

[Testimony  resumes  on  p.  657.] 

[The  prepared  statement  of  Mr.  Neuschler  follows:] 
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Edward  Neuschler 
Director  of  Policy  Development  and  Research 
Health  Insurance  Association  of  America  (HIAA) 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  Ed  Neuschler, 
Director  of  Policy  Development  and  Research,  Health  Insurance 
Association  of  America  (HIAA) .     I  am  here  today  representing  the 
Health  Insurance  Association  of  America  (HIAA)  in  response  to 
your  request  for  comments  on  issues  relating  to  risk  selection 
and  risk  adjustment  by  health  plans.      HIAA  is  a  trade 
association  of  about  270  commercial  insurers  covering 
approximately  65  million  Americans. 

The  focus  of  my  testimony  today  is  on  health  risk  adjusters: 
what  they  are,  why  they  are  needed,  what  the  current  state  of  the 
art  is,  and  how  well  they  work  with  or  without  health  insurance 
purchasing  cooperatives. 

Risk  Adjustneat  and  Hjsk  A<^1uftfr»  Pff iB«d 


According  to  the  American  Academy  of  Actuaries,  a  risk  adjustment 
mechanism  is  a  two-step  process  of  risk  assessment  (determining 
the  relative  health  risk  of  individuals  compared  to  an  average) 
and  risk  adjustment  (transferring  money  among  carriers  based  on 
the  composite  risk  assessment  of  all  individuals  each  carrier 
insures) . 

The  term,  risk  adjuster,  is  used  by  some  researchers  and 
actuaries  to  refer  to  the  risk  classification  method  used  to 
assign  relative  risk  values  to  individuals,  but  the  American 
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Academy  of  Actuaries  considers  this  to  be  part  of  the  risk 
assessment  step  of  a  risk  adjustment  mechanism. 

The  term  risk  adjuster  is  also  used  generically  to  refer  to  the 
entire  risk  adjustment  mechanism  (risk  assessment  and  risk 
adjustment) .    Risk  adjuster  is  used  in  this  context  throughout 
this  testimony,  and  will  be  used  interchangeably  with  the  term, 
risk  adjustment  mechanism. 

Meed  for  Risk  Adjustment 

Congress,  in  reforming  the  health  care  system  of  today,  will  need 
to  include  some  method  of  risk  adjustment,  i.e.,  some  way  of 
matching  premium  revenues  received  by  health  insurers  with  the 
underlying  risk  of  the  population  they  are  enrolling.  The 
American  Academy  of  Actuaries  has  said  that  "under  most  reform 
proposals,  some  form  of  health  risk  adjustment  will  be  required 
to  allow  reform  strategies  to  work  effectively."    We  agree.  This 
is  because  all  reform  proposals,  including  HIAA's  own  Vision  for 
Reform,  call  for  open  enrollment  and  rating  restrictions  to  some 
degree  or  another.    Such  proposals  dissolve  the  link  between  the 
premium  the  carrier  is  allowed  to  charge  and  the  costs  the 
carrier  expects  to  incur  in  serving  a  particular  individual  or 
group. 

In  the  current  market,  insurers  adjust  premiums  up  front  to 
reflect  the  relative  risk  of  insureds  (see  Chart  1) .  Individual 
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insureds  are  placed  in  broad  pools  with  other  individuals  with 
similar  risk  characteristics,  called  risk  classes.    All  of  the 
individuals  in  a  particular  risk  class  are  then  charged  the  sane 
premium  based  upon  the  average  claims  cost  of  all  individuals  in 
the  class.     Individuals  in  certain  risk  classes  may  be  called  low 
risk — such  as  a  risk  class  of  young  nonsmokers — because  the 
average  claims  cost  of  individuals  in  this  class  is  less  than  the 
average  across  all  risk  classes.     Individuals  in  other  risk 
classes  may  be  called  high  risk — such  as  older  smokers — because 
their  average  claims  cost  is  higher  than  the  average  across  all 
risk  classes. 

Thus,  a  low  risk  person  might  have  claims  cost  and  premiums  that 
are  half  of  the  average  claims  cost  and  premiums  across  all  risk 
classes.  A  high  risk  person  might  have  claims  cost  and  premiums 
that  are  three  times  the  average — as  illustrated  in  Chart  1. 

If  health  plans  are  required  to  charge  the  same  premium  to 
everyone  they  cover,  each  insured  person  would  pay  a  premium 
equal  to  the  insurer's  average  premium  across  all  risk  classes, 
say  $300  a  month  for  a  single  person  (see  Chart  2).    This  average 
for  all  insureds  is  much  closer  to  the  average  for  low  risk 
insureds  because  there  are  more  low  risk  insureds  than  high  risk 
insureds.    However,  just  equalizing  everyone's  premium  would  do 
nothing  to  the  underlying  claims  cost.    A  low  risk  person  would 
still  cost  the  insxirer  (or,  have  expected  claims  cost  of)  about 
half  of  the  average  while  a  high  risk  person  would  have  expected 
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claims  cost  of  three  times  the  average.    This  situation  creates 
strong  incentives  for  carriers  to  avoid  high  risk  persons. 

Chart  3  shows  how  health  risk  adjusters  help  to  solve  this 
problem.    After  risk  adjusters  are  implemented,  the  s\m  of  the 
expected  claims  cost  and  the  risk  adjustment  transfer  payment 
will  be  approximately  the  same  for  individuals  in  each  risk 
class.    Hence,  the  insxirer  becomes  indifferent  to  selling 
coverage  to  a  low  risk  or  a  high  risk  person.    The  insurer's 
revenues  (premiums  plus  transfers)  would  be  back  in  line  with  the 
underlying  risk  of  the  population  it  is  enrolling — an  important 
factor  for  the  solvency  of  any  insurer. 

The  State  of  the  Art 

The  goals  of  risk  adjustment  in  health  care  reform  proposals  can 
be  reduced  to  two  basic  objectives:     (1)  elimination  or  reduction 
of  risk  selection  by  carriers  and  (2)  elimination  or  reduction  of 
any  adverse  financial  impact  on  carriers  receiving  a 
disproportionate  share  of  high-risk  insureds. 

The  first  objective  is  to  make  sure  that  carriers  compete  on  the 
basis  of  administrative  and  medical  efficiency  and  not  on  the 
basis  of  how  well  they  can  select  healthy  lives.    HIAA  firmly 
supports  this  objective. 
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The  second  objective  is  to  protect  carriers  and  their 
policyholders  against  the  threat  of  insolvency  when  open 
enrollment  and  rating  restrictions  combine  to  prevent  the  carrier 
from  charging  a  premium  that  reflects  the  actuarial  cost  of  the 
insxireds  it  covers. 

In  addition,  the  magnitude  of  risk  adjustment  required  is 
directly  related  to  the  severity  of  rating  restrictions  in  the 
system.    For  example,  the  magnitude  and  accuracy  of  risk 
adjustments  would  have  to  be  greater  in  a  pure  community-rated 
system  than  in  an  age-rated  (community  rated  by  class)  system. 

From  the  perspective  of  some  policymakers,  the  goal  of  risk 
adjustment  is  to  reduce  premium  differentials.     From  our 
perspective,  this  can  be  taken  too  far,  i.e.,  the  risk  adjustment 
mechanism  should  not  strive  to  eliminate  all  differences  in 
premium  or  health  risk  from  the  system.     If  all  health  risk  were 
removed  from  the  system  by  risk  adjusters,  there  would  be  no 
incentive  for  carriers  and  insureds  to  manage  or  reduce  risks — 
such  as  by  obtaining  preventive  care  or  pursuing  healthy 
lifestyles.     Insureds  should  still  have  incentives  for  pursuing 
healthy  lifestyle  choices,  and  carriers  should  retain  the 
responsibility  for  managing  the  remaining  risk  in  the  system. 

Policymakers  have  also  suggested  that  a  risk  adjustment  mechanism 
could  be  designed  that  would  facilitate  subsidizing  low-income 
and  needy  individuals.    While  we  believe  such  siibsidies  are  a 
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necessary  part  of  reform,  they  should  not  be  a  part  of  the  risk 
adjustment  mechanism.    Including  them  would  cloud  understanding 
of  the  highly  technical  risk  adjustment  mechanism  and  potentially 
undermine  its  primary  objectives.    In  short,  risk  adjustment 
mechanisms  should  not  try  to  further  social  policy  goals 
unrelated  to  health  risk  adjustment. 

Risk  adjustment  mechanisms  should  apply  across-the-board  to  all 
health  plans,  within  the  applicable  market  (i.e.,  specific 
geographic  area  and  designated  employer  size) ,  regardless  of  the 
mechanism  through  which  the  coverage  is  obtained.    That  is,  there 
should  be  a  level  playing  field  and  the  mechanism  should  be 
unbiased. 

With  the  discussion  of  health  insurance  purchasing  pools,  another 
question  arises  that  is  affected  by  the  current  state  of  the  art 
for  risk  adjusters.    When  employees,  rather  than  employer  groups, 
get  to  choose  which  health  plan  the  employee  will  join,  the 
precision  of  the  risk  adjustment  mechanism  has  to  be  much  greater 
than  when  the  employer  chooses  a  health  plan  that  all  of  its 
employees  join.    An  example  will  help  to  demonstrate  why  this  is 
so. 

Chart  4  shows  the  claims  experience  of  individuals  within  a 
typical  employer  group.    The  annual  claims  cost  per  individual 
ranges  from  about  $57,000  to  $0  with  about  20  percent  of  the 
individuals  incurring  80  percent  of  the  total  claims  cost. 
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Chart  5  shows  a  comparable  distribution  of  the  average  claims 
cost  per  person  for  a  niimber  of  employer  groups,  ranging  from 
about  $1700  to  about  $2900  annually. 

These  two  charts  illustrate  that  the  variance  in  cost  is  much 
greater  for  individuals  than  for  employer  groups.     It  is  much 
easier  for  a  risk  adjuster  to  compensate  for  the  variance  in 
costs  between  employer  groups  of  insureds,  where  the  highest 
average  rate  is  less  than  two  times  the  lowest  average  rate,  than 
it  is  for  a  risk  adjuster  to  compensate  for  the  variance  in  costs 
between  individuals,  where  the  highest  rate  is  over  $50,000  and 
the  lowest  rate  is  $0. 

We  believe  that  risk  adjustment  is  well  enough  understood  today 
and  is  similar  enough  to  current  rating  and  reinsurance 
approaches  to  make  us  reasonably  certain  that  blocks  of  employer- 
sponsored  plans  could  be  risk-adjusted  to  the  extent  necessary  to 
preclude  risk  selection  by  carriers.    That  is,  a  risk  adjuster 
could  be  developed  and  implemented  which  would  effectively 
eliminate  both  the  financial  rewards  for  risk  selection  and  the 
negative  impact  of  adverse  selection.    That  is,  any  potential 
financial  advantage  would  be  reduced  to  a  low  enough  level  that 
the  cost  of  trying  to  select  risks  would  outweigh  any  remaining 
financial  advantage.    This  result  can  be  achieved  because,  within 
almost  any  employer  group,  healthy  lives  will  be  combined  with 
unhealthy  lives.    This  co-mingling  of  health  status  reduces  the 
variability  of  costs  per  insured  between  different  employer 
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groups  and,  therefore,  between  health  plans  as  well. 
Furthermore,  since  these  Individuals  have  not  joined  together 
just  to  purchase  health  insurance,  the  carrier  can  e^imate  their 
costs  as  if  they  were  random  draws  from  a  large  population  with 
similar  characteristics. 

The  same  statement  cannot  be  made  with  assurance  for  insured 
populations  where  the  choice  of  plan  is  made  on  an  individual 
basis.    If  employees  get  to  pick,  as  individuals,  which  health 
plan  they  want,  their  knowledge  of  their  own  underlying  health 
situation  is  likely  to  influence  their  choice  of  plan. 
Individuals  with  2  or  3  chronic  conditions,  for  example,  are  more 
likely  to  choose  a  conventional  fee-for-service  plan,  to 
guarantee  that  they  will  be  able  to  see  all  the  specialists  with 
whom  they  have  already  established  relationships.  Individuals 
with  few  health  problems  are  more  likely  to  choose  a  plan  with  a 
limited  network  of  providers,  especially  if  it's  less  expensive. 
This  leads  to  a  situation  in  which  plans  that  offer  greater 
choice  of  provider  tend  to  get  sicker  enrollees  than  the  average. 
As  a  result,  their  premiums  are  higher  and  they  are  less 
affordable.    Over  time,  their  remaining  healthy  enrollees  leave 
and  the  plan's  premium  becomes  ever  higher  as  the  risk  profile  of 
its  enrollees  worsens.    Eventually,  the  plan  is  priced  out  of  the 
market . 

Theoretically,  an  effective  risk  adjustment  mechanism  would 
adjust  for  this  biased  selection  and  stop  this  so-called  "death 
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spiral".    As  a  practical  matter,  however,  there  is  no  current 
research  or  evidence  to  assure  us  that  a  risk  adjustment 
mechanism  can  be  developed  and  realistically  implemented  that 
would  be  accurate  enough  to  protect  carriers  from  the  adverse 
selection  that  can  result  within  a  purchasing  cooperative  where 
individuals  are  allowed  to  choose  any  plan  they  want. 

In  order  to  address  these  and  other  issues,  further  research 
should  be  conducted  in  order  to  identify  those  risk  assessment 
and  risk  adjustment  methods  that  can  effectively  deal  with  the 
concerns  of  insureds,  carriers  and  regulators. 

Because  of  the  far-reaching  impact  these  risk  adjusters  would 
have  on  premiums  and  the  solvency  of  health  plans,  HIAA  is 
conducting  a  broad-based  demonstration  to  evaluate  the  efficacy 
of  different  types  of  risk  adjusters  using  actual  member  company 
data.    We  hope  to  have  the  demonstration  project  completed  and  a 
report  available  early  next  year. 

How  Well  Risk  Adjusters  Work  With  and  Without  Purchasiaq 
CooBerativs 

Just  as  pure  community  rating  (which  we  do  not  support)  makes  all 
insureds  pay  an  average  premixun,  health  risk  adjusters  move 
everyone  towards  an  ideal  of  having,  in  effect,  the  same  average 
claims  cost.    They  do  not  make  each  insured's  claims  cost  exactly 
equal  to  the  average,  however,  because  there  will  still  be 
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differences  in  provider  practice  patterns  and  efficiency  (how 
well  a  plan  manages  the  health  care  of  its  members  and  its 
overhead  costs) . 

Health  risk  adjusters  accomplish  their  task  by  transferring  funds 
between  health  plans  based  on  the  health  status  of  plan  members. 
A  simple  risk  adjuster  based  on  the  three  risk  classes  shown  in 
charts  1,  2  and  3  illustrates  how.    Let's  assume  that  the 
premiums  and  costs  illustrated  in  these  three  charts  represent 
the  average  costs  and  premiums  for  a  typical  health  plan  in  the 
community  for  each  of  the  three  risk  classes:     low,  average  and 
high  risk. 

For  every  high-risk  insured  with  expected  claims  cost  equal  to 
300%  of  the  average  claims  cost  of  all  individuals  in  the 
community,  the  health  plan  would  receive  from  the  health  risk 
adjustment  pool  a  fixed  amount  of  $522  a  month.    When  the  health 
plan  uses  this  fixed  payment  to  reduce  its  expected  cost  of  $783 
a  month  to  $261  a  month,  the  new  expected  cost  to  the  health  plan 
of  covering  this  high  risk  person  is  reduced  to  the  average  cost 
in  the  community  (assuming  a  perfect  risk  adjuster  that  fully 
adjusts  to  the  average  cost  and  assuming  a  perfectly  efficient 
plan) .    Thus,  the  risk  adjustment  transfer  effectively  eliminates 
any  incentive  for  the  plan  to  avoid  covering  this  high  risk 
individual. 
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Likewise,  for  every  low-risk  insxired  with  expected  claims  cost 
equal  to  60%  of  the  average  cost  of  all  individuals  in  the 
coBununity,  the  health  plan  would  pay  the  health  risk  adjustment 
pool  a  fixed  amount  of  $104  a  month.    When  the  health  plan  adds 
this  fixed  payment  to  its  expected  claims  cost  of  $157  a  month, 
the  new  expected  cost  to  the  health  plan  of  covering  this  low 
risk  person  ($261  a  month)  equals  the  average  cost  in  the 
community. 

Transfers  to  the  pool  for  low  risk  members  and  transfers  from  the 
pool  for  high  risk  members  are  fixed  by  the  methodology.  For 
every  low  risk  person  in  the  community,  the  same  $104  risk 
transfer  payment  is  made  to  the  risk  adjustment  pool  by  his  or 
her  health  plan  -  regardless  of  which  plan  the  person  joins. 
That  is,  each  plan  says  $104  for  every  low  risk  person  that  joins 
the  plan.    Likewise,  each  plan  receives  $522  for  every  high  risk 
person  it  covers. 

This  also  holds  true  whether  the  health  plan  sells  directly  to 
employers  or  through  a  purchasing  cooperative.    A  health  plan 
operating  within  a  health  insurance  purchasing  cooperative  would 
receive  $522  each  month  for  every  high  risk  insured.    Any  health 
plan  operating  outside  a  purchasing  cooperative  would  also 
receive  $522  each  month  for  every  one  of  its  high  risk  insureds. 
Similarly,  every  health  plan,  whether  inside  a  purchasing 
cooperative  or  not,  would  pay  $104  a  month  to  the  pool  for  every 
low  risk  person  it  insured.    In  other  words,  the  risk  adjustment 
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pooling  mechanism  works  the  same  way  no  matter  which  plan  the 
individual  joins  and  regardless  of  whether  a  plan  participates  in 
a  purchasing  pool  or  sells  directly  to  employers  and  individuals. 

Thus,  mandatory  purchasing  alliances  are  not  necessary  in  order 
for  health  risk  adjustment  mechanisms  to  work.    However,  I  want 
to  emphasize  again  that,  so  far,  we  are  confident  that  risk 
adjusters  can  counteract  biased  selection  only  when  plans  are 
enrolling  employment-based  groups,  not  when  they  are  enrolling 
individuals  who  are  allowed  to  choose  any  plan  they  want.  As 
mentioned  earlier,  a  much  more  sophisticated  and/or  accurate  risk 
adjuster  is  required  to  solve  this  problem  than  to  develop  a  risk 
adjuster  that  works  in  a  market  where  employer-groups  choose  the 
plan. 

Nummary 

If  we  want  insurers  to  compete  on  their  ability  to  manage  the 
cost  of  providing  needed  care,  rather  than  on  their  ability  to 
select  the  healthiest  risks  —  and  we  do  —  then  we  have  to  make 
sure  that  the  premiums  insurers  charge  reflect  only  their 
administrative  efficiency  and  their  effectiveness  in  managing 
care  -  not  variations  in  the  underlying  risk  of  the  people  they 
have  enrolled. 
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This  is  what  a  risk  adjustnent  nechanism  is  supposed  to  do. 
Whether  a  successful  risk  adjustaent  aechanisn  can  be  developed 
reaains  to  be  seen.    Various  methods  have  been  proposed,  but  none 
has  yet  been  tested  for  this  purpose  on  an  employed  population. 
The  HIAA  has  a  group  of  actuaries  looking  at  the  problem,  and 
they  tell  us  that  much  depends  on  whether  insurers  are  enrolling 
groups  or  individuals. 

The  variation  in  health  care  costs  from  individual  to  individual 
in  a  given  year  is  extremely  large.    The  variation  among  employer 
groups,  even  relatively  small  ones,  is  much  less.  Thus, 
stability  and  predictability  in  the  health  insurance  system  are 
enhanced  when  most  citizens  obtain  health  coverage  as  part  of  an 
employment-based  group,  rather  than  as  individuals.    This  is  one 
of  the  many  reasons  why  we  oppose  requiring  virtually  all 
employers  to  arrange  health  coverage  through  purchasing  pools. 
Because  risk  characteristics  of  employer  groups  are  better  known 
and  can  be  estimated  with  readily  available  demographic  data,  we 
are  confident  that  it  is  possible  to  develop  a  risk  adjustment 
mechanism  that  will  work  adequately  if  insurers  are  enrolling 
employment-based  groups.    We  have  no  such  confidence  about  a 
pxirchasing  pool  environment  in  which  individuals  choose  their  awn 
health  plans. 

In  conclusion,  I  want  to  emphasize  that  we  support  much  sore  of 
the  President's  plan  than  we  oppose.    We  are  striving  to  be  a 
responsible  pzurticipemt  in  the  national  health  care  debate  and 
want  to  work  with  the  Adminstration  and  the  Congress  to  develop 
national  reform  which  achieves  universal  coverage,  promotes 
individual  responsibility  and  cost  containment,  preserves  choice 
and  maintains  the  quality  of  our  health  care  system. 
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Attachment  A 

How  Risk  Adjustment  Might  Work 
in  a  Voluntary  Purchasing  Pool  Environment 


Steps  in  the  Risk  Aciyustment  Process 

• 

The  following  scenario  illustrates  one  way  in  which  "risk  adjustment"  *  might  work 
across  all  health  plans  in  a  market  area.  The  example  assumes  that  small  employers  may 
purchase  basic  coverage  directly  from  health  plans,  or  they  may  arrange  for  coverage 
through  a  purchasing  pool  (regional  health  alliance  or  HIPC).  All  health  plans,  whether 
selling  to  individual  employees  through  a  purchasing  pool  or  to  employers  outside  the  pool, 
are  subject  to  uniform  rating  requirements  and  other  regulations  pertaining  to  basic  benefit 
coverage. 

Additional  assumptions  include: 

►  Employers  and  employees  are  required  to  purchase  coverage  for  the  basic  plan. 

►  Each  health  plan/carrier  quotes  a  flat  community-rated  premium  for  basic  benefit 
coverage  which  is  the  price  each  individual  enroUee  must  pay.  The  community-rated 
premium  could  alternatively  be  calculated  per  employee  (primary  insured). 

>>       For  simplicity,  we  describe  an  annual  risk  adjustment  process,  assuming  there  is  no 
entry  into  or  exit  from  plans  during  the  year.  In  reality,  the  adjustment  process 
would  take  place  more  frequently  to  address  differing  enrollment  periods  and  other 
enrollment  changes  during  the  year. 

*■       This  example  addresses  only  risk  selection  issues  within  the  employed  population. 
The  subsidies  necessary  to  provide  health  coverage  to  non-employed  individuals  and 
.    families  are  essentially  a  separate  issue. 

In  this  example,  the  entity  overseeing  the  risk  adjustment  process  is  simply  called  the  "risk 
adjustment  administrator"  (RA  Administrator).  The  function  of  overseeing  the  risk 
adjustment  process  could  be  performed  by  a  state  agency  or  board,  a  state  or  regional 
purchasing  pool,  a  private-sector  enterprise,  or  some  other  organization. 

We  first  describe  the  sequence  of  events  in  the  risk  adjustment  process.  We  then 
present  a  simplified  numerical  example  of  the  rate  adjustment  and  revenue  transfer 
calculations  which  are  part  of  the  process. 


'  In  the  context  of  health  reform,  the  term  "risk  adjustment"  refers  to  a  process  of  transferring 
(redistributing)  premium  income  among  health  plans  in  a  market  area.  Risk  adjustment  is  needed  in  a 
reformed  insurance  market  whenever  rating  restrictions  prevent  plans  from  charging  premiums  that 
reflect  the  expeaed  costs  the  plans  will  incur. 
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Sequence  of  Events 


Step  1       Health  plans/carriers  register  with  the  RA  Administrator. 

•  Several  months  before  enrollment  begins,  all  health  plans/carriers  who  wish 
to  sell  coverage  for  basic  benefits  in  the  market  area  in  the  coming  year  must 
register  with  the  RA  Administrator,  and  must  indicate  whether  they  plan  to  sell 
this  coverage  through  the  purchasing  pool  or  directly  to  small  employer 
groups. 

•  As  a  condition,  they  must  agree  to  all  market  rules,  including  participating 
in  the  risk-adjustment  process  (discussed  earlier). 


Step  2  The  RA  Administrator  provides  the  information  each  health 
plan/carrier  needs  to  develop  its  "standardized"  community 
rate. 

The  RA  Administrator  provides  each  plan/carrier  with  3  standard  pieces  of 
information  which  the  administrator  will  use  in  calculating  revenue  transfer 
amounts  for  each  plan: 

•  defmitions  of  the  risk  classification  categories; 

•  the  "relative  risk  factors"  for  each  risk  category;  and 

•  the  reference  premium  amount  upon  which  the  transfer  amounts  will  be 
based.  The  reference  premium  could  be  last  year's  average  premium  in  the 
community  trended  forward,  or  any  another  designated  amount. 

Step  3       Each  health  plan/carrier  develops  its  standardized  community 
rate  for  the  coming  year. 

•  Development  of  the  plan's/carrier's  "standardized"  community  rate  starts 
with  the  community  rate  it  would  charge  in  the  absence  of  a  risk  adjustment 
process.  Adjustments  are  then  made  considering  expected  transfer  payments 
and  other  contingencies  associated  with  risk  adjustment. 

•  Plans  are  free  to  use  whatever  method  they  choose  to  develop  their 
standardized  community  rate.  A  plan  may  choose  to  use  the  information 
supplied  by  the  RA  Administrator  (step  2)  to  calculate  its  expected  transfer 
amount,  and  to  adjust  its  community  rate  by  the  transfer  amount.  The  rate 
would  be  adjusted  upward  if  the  plan/carrier  expects  to  have  to  pay  into  the 
transfer  pool,  and  downward  if  it  expects  to  receive  money  from  the  transfer 
pool. 
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Step  4 


Step  5 


Step  6 


•  Each  plan/carrier  may  choose  to  further  adjust  its  rate  for  pricing 
uncertainties  associated  with  the  risk  adjustment  process. 

•  The  end  result  is  the  plan's  "standardized"  community  rate,  the  rate 
enroUees  (or  their  employers)  will  actually  be  charged  for  enrollment  in  the 
plan. 


RA  Administrator  publishes  rates. 

•  The  plans  rqwrt  their  standardized  community  rates  to  the  RA 
Administrator. 

•  Ttit  RA  Administrator  publishes  the  rates  well  before  enrollment  begins, 
together  with  information  about  whether  the  plan/carrier  is  marketing  inside  or 
outside  the  purchasing  pool. 


Enrollment. 

•  Health  plans/carriers  market  either  directly  to  small  employers,  or  to 
individual  employees  purchasing  through  the  pool. 

•  Small  employers  evaluate  options  and  decide. to  purchase  coverage  directly, 
or  through  the  purchasing  pool. 

•  Individual  employees  (inside)  and  small  employers  (outside)  choose  their 
preferred  plans. 


Health  plans/carriers  report  actual  enrollment  data  to  the  RA 
Administrator. 

•  Plans/carriers  selling  inside  the  purchasing  pool  (HIPC)  receive  enrollment 
information  from  the  pool  administrator. 

•  All  plans/carriers  report  to  RA  Administrator  their  total  enrollment  and 
distribution  of  ^ollees  by  risk  category. 
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Step  7       RA  Administrator  calculates  transfer  amounts  and 
administers  revenue  transfers. 

•  The  RA  Administrator  calculates  each  plan's/carrier's  revenue  transfer 
amount,  based  on  the  plan's/carrier's  actual  enrollment,  the  relative  risk 
factors  and  the  reference  premium. 

•  For  plans/carriers  which  must  pay  into  the  transfer  pool  (plans/carriers  with 
actual  relative  risk  lower  than  the  community  average),  the  RA  Administrator 
bills  the  plan/carrier  for  the  transfer  amount. 

•  The  RA  Administrator  pays  out  the  transfer  amounts  to  the  plans/  carriers 
which  receive  money  from  the  transfer  pool  (plans/carrier  which  have  actual 
relative  risk  greater  than  the  community  average). 

•  Theoretically,  the  risk  adjustment  process  aims  for  a  zero  balance  in  the 
transfer  pool  in  each  period  -  transfers  in  should  equal  the  transfers  out.  In 
practice,  neither  the  plans/carriers  nor  the  RA  Administrator  have  perfect 
knowledge,  and  there  may  be  changes  in  total  enrollment  and  enrollee 
distribution  by  risk  class  in  the  community  during  the  year.  To  ensure  that  the 
transfer  pool  has  sufficient  funds  (remains  solvent),  the  transfer  amounts  could 
be  adjusted,  or  another  source  of  funds  could  be  tapped  to  create  a  reserve 
upon  which  the  transfer  pool  could  draw  if  needed. 


Attached  (Attachment  B)  is  a  simplified  numerical  example  of  how  this 
risk  adjustment  process  would  work  in  practice. 
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Attachment  B 


How  Risk  Adjustment  Might  Work 
in  a  Voluntary  Purchasing  Pool  Environment 

A  Simplified  Numerical  Exampk 


NOTE:  This  example  is  intended  solely  to  illustrate  the  steps  in  the  risk  adjustment  process 
described  above.  Other  approaches  to  risk  adjustment  are  possible.  Further,  the  risk 
categories  and  assigned  relative  risk  factors  used  here  are  arbitrary  and  purely  illustrative. 


Step  1       Health  plans/carriers  register  wth  the  RA  Administrator. 

Three  health  plans/carriers  roister  with  the  RA  Administrator:  Plan  A,  Plan  B,  and  Plan  C. 
These  are  the  only  plans/carriers  in  the  community  (offering  basic  benefit  coverage),  and 
together  they  cover  all  20,000  members  of  the  community. 

Step  2       The  RA  Administrator  provides  the  information  each  health 
plan/carrier  needs  to  standardize  its  community  rate. 

A.  Risk  categories. 

The  RA  Administrator  tdls  \ht  health  plans/carriers  there  are  three  risk  categories: 

C^tggpry  Definition? 
Category  1 
Category  2 
Category  3 

B.  Relative  risk  factors. 

The  RA  Administrator  tells  tfie  plans/cairiCTs  fee  rdadve  risk  factors  for  each  cat^ory: 

ll^l^tivg  Ri?k  Factor? 
Category  1  -  0.6 
Category  2-0.8 
J^a^ory^j^l.e 
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C.  Reference  premium. 

The  RA  Administrator  tells  the  plans/carriers  that  the  reference  premium  for  calculating 
transfer  amounts  is  $200,  The  reference  premium  can  be  fixed  at  any  reasonable  amount. 
One  choice  could  be  the  RA  Administrator's  estimate  of  last  year's  average  cost  per  person 
for  the  community  as  a  whole,  trended  forward.  Another  option  is  an  estimate  of  the 
average  cost  per  person  of  the  more  efficient  plans/carriers. 


Step  3       Each  health  plan/carrier  develops  its  standardized  community 
rate  for  the  coming  year. 

NOTE:  Plans  will  in  fact,  use  whatever  method  they  choose  to  develop  their  'standardized 
community  rate, '  which  is  the  rate  enrollees  or  their  employers  will  actually  be  charged  for 
enrollment  in  the  plan.  (We  ignore  here  any  mark-up  the  HIPC  might  add  to  fiind  its 
operations.)  This  example  illustrates  one  way  the  plans  might  approach  developing  their 
standardized  community  rates. 

A.  Expected  enrollment. 


The  three  plans/carriers  expect  the  following  enrollment: 


Expected  1994  Eorollment 
(number  of  enrollees) 

Plan 

Category  1 

Category  2 

Category  3 

Total 

A 

2000 

5000 

1000 

8000 

B 

1000 

3000 

2000 

6000 

C 

1000 

2000 

31000 

6000 

Whole 
Community 

4000 

10.000 

6000 

20,000 

B.  Unadjusted  flat  community  rate. 

Based  on  plan  historical  experience,  expected  medical  inflation,  etc,  plan/carrier  actuaries 
calculate  the  flat  community  rate  the  plan/carrier  would  charge  in  the  absence  of  rating 
restrictions  for  the  expected  enrollment  (expected  risks).  We  call  this  the  "unadjusted" 
community  rate. 

UnadjtfStg^l  CQmmMnity  R^tg 
Plan  A  -  $190 
Plan  B  -  $210 
Plan  C  -  $240 
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C.  Plan/carrier  expected  relative  risk  (average  risk  relative  to  whole  community) 

Based  on  the  enroUee  category  rdative  risk  factors  supplied  by  the  RA  Administrator, 
plan/carrier  actuaries  calculate  the  plan's  expected  relative  risk.  The  average  risk  for  the 
whole  community  is  1.00. 

The  expected  relative  risk  is  a  weighted  average  of  the  category  relative  risk 
factors,  where  the  weights  are  the  proportion  of  enrollees  expected  in  each 
category. 

Plan  A:  (2000  (0.6)  +  5000  (0.8)  1000  (1.6))  /  8000  =  0.85000 
PlanB:  (1000  (0.6)  +  3000  (0.8)  +  2000  (1.6))  /  6000  =  1.03333' 
Plan  C:  (1000  (0.6)  +  2000  (0.8)  +  3000  (1.6))  1 6000  =  L1666r 
*  rounded 

Expected  Relative  Risk 
Plan  A  -  0.85000 
Plan  B  -  1.03333 
Plane  -  1.16667 


D.  Expected  transfer  amounts  per  enrollee. 

Each  plan's  expected  per  enrollee  transfer  amount  is  equal  to: 
(1  -  plan 's  expeaed  relative  risk)  (reference  premium) 
Plan  A:  (1  -  0.85000)  (200.00)  =  30.00 
'  Ml  B:  (1  -  1.03333)  aOO.OO)  =  -  5.(5/ 
Plan  C:  (1  - 1.16667)  aOO.OO)  =  -  33.33' 
•  rounded 

Expected  Transfer  Amount 
Plan  A  -  $30.00 
Plan  B  -  ($6.67) 
Plan  C  -  ($33.33) 
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E.  Developing  standardized  community  rate. 

Each  plan's/carrier's  standardized  community  rate  equals  its  unadjusted  community  rate  plus 
the  expected  transfer  amount,  further  adjusted  for  other  contingencies.  In  this  example,  we 
do  not  include  an  adjustment  for  other  contingencies. 

Plan  A:  $190  +  30.00=  $220.00 

PlanB:  $210-  6.67   =  $203.33 

PlanC:  $240  -  33.33  =  $206.67 

Standardized  Community  Rate 
Plan  A  -  $220.00 
Plan  B  -  $203.33 
Plan  C  -  $206.67 

These  are  the  rates  that  each  plan/carrier  charges  per  person  enrolled. 
Step  4       RA  Administrator  publishes  rates. 
Step  5  Enrollment. 


Step  6       Health  plans/carriers  report  actual  enrollment  data  to  the  RA 
Administrator. 

The  plans/carriers  report  the  following  enrollment: 


Actual  1994  EorollmeDt 
(number  of  enrollees) 

Plan 

Category  1 

Category  2 

Category  3 

Total 

A 

1000 

3000 

1000 

5000 

B 

1500 

4500 

2500 

8500 

C 

1500 

2500 

2500 

6500 

Whole 
Community 

4000 

10,000 

6000 

20,000 
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Step  7       RA  Administrator  calculates  transfer  amounts  and 
administers  revenue  transfers. 

A.  Actual  relative  risk, 

RA  Administrator  calculates  eadi  i^'s/carrier's  actual  relative  risk: 

The  actual  relative  risk  is  a  weighted  average     the  category  relative  risk 
faaors,  weighted  by  the  actual  prc^nion  ofenroUees  in  each  category. 

Plan  A:  (1000  (0.6)  +  3000  (0.8)  +  1000  a-6))  / 5000  =  0.92000 

Plan  B:  (1500  (0.6)  +  4500  (0.8)  +  250?  0-6))  1 8500  =  1.00000 

Plan  C:  (1500  (0.6)  +  2500  (0.8)  +  2500  0-6))  1 6500  =  1.0615^ 

*  rounded 

Agttfa)  Rglatjvg  Risk 

Plan  A  -  0.92000 
Plan  B  -  1.00000 
Plan  C  -  1.06154 

B.  Transfer  amounts. 

The  transfer  amount  for  each  plan/carrier  is  calculated  according  to  the  following  formula: 
Transfw  Amount  =  (1  -  plan  actual  relative  risk)  (reference  premium)  (#  enrollees) 
Plan  A:  (1  -  0.92000)  ($200)  (5000)  =  $80,000' 
Plan  B:  (1  -  1.00000)  ($200)  (8500)  =  0 
Plan  C:  (1  -  1.06154)  ($200)  (6500)  =  ($80,002)' 

*  transfers  do  not  add  to  $0  because  of  rounding. 

C.  Revenue  transfers. 

The  RA  Administrator  instructs  Plan  A  to  pay  into  the  pool  $80,000.  The  RA  Administrator 
then  pays  out  $80,(X)2  to  Plan  C.  Plan  B,  in  our  example,  transfers  neither  in  nor  out. 
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Attachment  C 


Risk  Adjusters  and  the  Health  Security  Act 

by  P.  Anthony  Haninond,  ASA,  MAAA 

SUMMARY 

The  Act  provides  for  development  of  a  fully  prospective,  zero 
sum,  risk  adjustment  mechanism  based  on  factors  related  to 
demographics,  health  status,  area  of  residence,,  socioeconomic 
status  and,  possibly,  welfare  status.    Although  the  methodology 
for  the  mechanism  is  to  be  promulgated  by  the  National  Health 
Board,  it  is  supposed  to  address  regional  differences  in  health 
care  cost  and  utilization.     Shortfalls  in  transfer  payments  as  a 
result  of  actual  enrollment  results  being  different  from  expected 
can  be  made  up  by  adjustments  to  next  year's  transfers.  Regional 
alliances  are  required  to  apply  the  system  to  health  plan 
payments . 

The  Act  requires  the  National  Health  Board  to  establish  a 
mandatory  reinsurance  mechanism  that  applies  to  all  regional 
alliance  health  plans  if  it  determines  that  an  adequate  system 
for  prospective  risk  adjustment  cannot  be  developed  by  April  1, 
1995.    The  mechanism  would  reinsure  plans  for  specified  classes 
of  high-cost  enrol lees,  treatments  or  diagnoses.     The  reinsurance 
premiums  may  be  either  prospective  or  retrospective.  The 
reinsurance  mechanism  may  be  reduced  or  discontinued  when  a  more 
adequate  prospective  risk  adjustment  mechanism  is  developed. 
States *would  implement  the  system. 

ANALYSIS 

The  description  of  this  mechanism  is  reasonably  compatible  with 
the  HIAA  Risk  Adjustment  Workgroup  recommendations  for  an  interim 
risk  adjustment  mechanism. 

The  Act  allows  for  continual  development  of  an  adequate  risk 
adjustment  mechanism.    We  would  want  to  be  involved  with  the 
advisory  committee  for  developing  the  RAM.     Defining  what  is  an 
"adequate"  risk  adjuster  will  be  important. 

The  Act  requires  development  of  a  zero  sum  mechanism  and  allows 
for  shortfalls  of  transfer  payments  when  enrollment  estimates  are 
different  from  actual,  but  there  can  be  other  reasons  for 
shortfalls.    The  transfers  based  on  the  relative  risk  factors  and 
reinsurance  payments  are  unlikely  to  be  perfect  because  these  are 
estimates  subject  to  statistical  variation  and  prediction  error. 
Shortfalls  could  be  generated  from  using  these  estimated  values 
as  easily  as  from  enrollment  estimates.     Thus,  the  Act  should  not 
limit  the  carryover  for  shortfalls  to  just  differences  in 
enrollment  projections. 
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Risk  Adjusters  and  the  Health  Security  Act 
Page  2 

October  29,  1993 

The  question  of  whether  any  risk  adjuster  working  in  an 
individual  choice  environment  is  adequate  to  compensate  for 
individual  adverse  selection  has  still  not  yet  been  answered. 
This  is  all  the  more  i:^>ortemt  when  all  plans  are  forced  to 
participate  in  the  regional  alliance. 

One  concern  would  be  %fhether  the  reinsurance  premiums  are 
prospective  or  retrospective.    They  should  be  prospective.  New 
York  handles  this  by  charging  a  $5  per  person  premium 
prospectively  to  establish  the  reinsurance  fund  which  then  makes 
payments  to  plans  based  on  occxirrences  of  certain  high  cost 
conditions.    A  similar  approach  where  premiums  are  prospective 
and  payments  are  retrospective  would  be  reasonable. 

Making  the  RAM  dependent  on  services  to  disadvantaged  populations  . 
would  be  a  mistake.     Risk  adjustment  factors  that  reflected  these 
services  explicitly  would  probably  be  very  subjective.  Besides, 
the  health  services  needed  when  one  has  appendicitis  should  be 
unrelated  to  how  much  access  one  has  to  the  system  or  what 
barriers  might  exist  to  obtaining  health  care. 

Requiring  risk  adjustment  factors  to  specifically  consider 
certain  illnesses — such  as  mental  illness — implies  subjective 
prejudices  regarding  what  conditions  most  reasonably  reflect  the 
health  status  of  individuals.     Instead,  factors  should  be  based 
on  fair,  objective  criteria,  applied  consistently,  which 
identifies  those  conditions  that  would  be  most  predictive  of 
health  status. 

Risk  adjustments  should  not  be  based  on  factors  which  do  not 
directly  relate  to  health  status,  e.g.,  barriers  to  access. 
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References  to  Risk  Adjustment  in  Proposed  Health  Security  Act 


Title  I:    Health  Care  Security 
S1203:    State  responsibilities  relating  to  health  plans. 
S1351:    Payment  to  regional  alliance  health  plans. 
S1541:    Development  of  a  risk  adjustment  and  reinsurance 
methodology. 

§1542:    Incentives  to  enroll  disadvantaged  groups. 

§1543:    Advisory  committee. 

§1544:     Research  and  demonstrations. 

§1545:    Technical  assistance  to  States  and  alliances. 

Title  V:    Quality  and  Consumer  Protection 
§5003:    National  measures  of  quality  performance. 
§5120:    Health  information  system  privacy  standard. 


Title  I:    Health  Care  Security 

Subtitle  C:     State  Responsibilities 

§1203:     STATE  RESPONSIBILITIES  RELATING  TO  HfALTH  PLANS, 
(g)  Implementation  of  Mandatory  Reinsurance  System.     If  the  risk 
adjustment  and  reinsurance  methodology  developed  under 
section  1541  includes  a  mandatory  reinsurance  system,  each 
participating  State  shall  establish  a  reinsurance  program 
consistent  with  such  methodology  and  any  additional 
standards  established  by  the  Board. 

Subtitle  D:    Health  Alliances 

§1351:     PAYMENT  TO  REGIONAL  ALLIANCE  HEALTH  PLANS, 
(c)  Application  of  Risk  Adjustment  and  Reinsurance  Methodology. 
Each  regional  alliance  shall  use  the  risk  adjustment 
methodology  developed  under  section  1541  in  making  payments 
to  regional  alliance  health  plans  under  this  section,  except 
as  provided  in  section  1542. 

Subtitle  F:    Federal  Responsibilities 

PART  1:     NATIONAL  HEALTH  BOARD 

Subpart  E:     Risk  Adjustment  and  Reinsurance 
Methodology  for  Payment  of  Plans 

§1541:     DEVELOPMENT  OF  A  RISK  ADJUSTMENT  AND  REINSURANCE 
METHODOLOGY . 
(a)  Development 

(1)  Initial  development.     Not  later  than  April  1,  1995,  the 
Board  shall  develop  a  risk  adjustment  and  reinsurance 
methodology  in  accordance  with  this  subpart. 
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(2)   Improvements.     The  Board  shall  make  such  improvements 
in  such  methodology  as  may  be  appropriate  to  achieve 
the  purposes  described  in  subsection  (b) (1) . 
(b)  Methodology 

(1)  Purposes.     Such  methodology  shall  provide  for  the 
adjustment  of  payments  to  regional  alliance  health 
plans  for  the  purposes  of : 

(A)  assuring  that  payments  to  such  plans  reflect  the 
expected  relative  utilization  and  expenditures  for 
such  services  by  each  plan's  enrollees  compared  to 
the  average  utilization  and  expenditures  for 
regional  alliance  eligible  individuals,  and 

(B)  protecting  health  plans  that  enroll  a 
disproportionate  share  of  regional  alliance 
eligible  individuals  with  respect  to  whom  expected  . 
utilization  of  health  care  services  (included  in 
the  comprehensive  benefit  package)  and  expected 
health  care  expenditures  for  such  services  are 
greater  than  the  average  level  of  such  utilization 
and  expenditures  for  regional  alliance  eligible 
individuals. 

(2)  Factors  to  be  considered.     In  developing  such 
methodology,  the  Board  shall  take  into  account  the 
following  factors: 

(A)  Demographic  characteristics 

(B)  Health  status 

(C)  Geographic  area  of  residence 

(D)  Socio-economic  status 

(E)  Subject  to  paragraph  (5) : 

(i)  the  proportion  of  enrollees  who  are  SSI 
recipients  and 
(ii)  the  proportion  of  enrollees  who  are  AFDC 
recipients . 

(F)  Any  other  factors  determined  by  the  Board  to  be 
material  to  the  purposes  described  in  paragraph 
(1)  . 

(3)  Zero  sum.     The  methodology  shall  assure  that  the  total 
payments  to  health  plans  by  the  regional  alliance  after 
application  of  the  methodology  are  the  same  as  the 
amount  of  payments  that  would  have  been  made  without 
application  of  the  methodology. 

(4)  Prospective  adjustment  of  payments.       The  methodology, 
to  the  extent  possible  and  except  in  the  case  of  a 
mandatory  reinsurance  system  described  in  subsection 
(b) ,  shall  be  applied  in  manner  that  provides  for  the 
prospective  adjustment  of  payments  to  health  plans. 

(5)  Treatment  of  SSI/AFDC  adjustment.     The  Board  is  not 
required  to  apply  the  factor  described  in  clause  (i)  or 
(ii)   of  paragraph  (2) (E)   if  the  Board  detennines  that 
the  application  of  the  other  risk  adjustment  factors 
described  in  paragraph  (2)   is  sufficient  to  adjust 
premiums  to  take  into  account  the  enrollment  in  plans 
of  AFDC  recipients  and  SSI  recipients. 

(6)  Special  consideration  for  mental  illness.  In 
developing  the  methodology  under  this  section,  the 
Board  shall  give  consideration  to  the  unique  problems 
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of  adjusting  payments  to  health  plans  with  respect  to 
individuals  with  mental  illness. 

(7)  Special  consideration  for  veterans,  military,  and 
indian  health  plans.     In  developing  the  methodology 
under  this  section,  the  Board  shall  give  consideration 
to  the  special  enrollment  and  funding  provisions 
relating  to  plans  described  in  section  1004 (b) . 

(8)  Adjustment  to  account  for  use  of  estimates.    Subject  to 
section  1346(b)(3)   (relating  to  establishment  of 
regional  alliance  reserve  funds) ,  if  the  total  payments 
made  by  a  regional  alliance  to  all  regional  alliance 
health  plans  in  a  year  under  section  1324(c)  exceeds, 
or  is  less  than,  the  total  of  such  payments  estimated 
by  the  alliance  in  the  application  of  the  methodology 
under  this  subsection,  because  of  a  difference  between:  . 

(A)  the  alliance's  estimate  of  the  distribution  of 
enrolled  families  in  different  risk  categories 
(assumed  in  the  application  of  risk  factors  under 
this  subsection  in  making  payments  to  regional 
alliance  health  plans) ,  and 

(B)  the  actual  distribution  of  such  enrolled  families 
in  such  categories, 

the  methodology  under  this  subsection  shall  provide  for 
an  adjustment  in  the  application  of  such  methodology  in 
the  second  succeeding  year  in  a  manner  that  would 
reduce,  or  increase,  respectively,  by  the  amount  of 
such  excess  (or  deficit)  the  total  of  such  payments 
made  by  the  alliance  to  all  such  plans. 

(c)  Mandatory  Reinsurance 

(1)  In  general.    The  methodology  developed  under  this 
section  may  include  a  system  of  mandatory  reinsurance, 
but  may  not  include  a  system  of  voluntary  reinsurance. 

(2)  Requirement  in  certain  cases.     If  the  Board  determines 
that  an  adequate  system  of  prospective  adjustment  of 
payments  to  health  plans  to  account  for  the  health 
status  of  individuals  enrolled  by  regional  alliance 
health  plans  cannot  be  developed  (and  ready  for 
implementation)  by  the  date  specified  in  subsection 
(a)(1),  the  Board  shall  include  a  mandatory  reinsurance 
system  as  a  component  of  the  methodology.  The  Board  may 
thereafter  reduce  or  eliminate  such  a  system  at  such 
time  as  the  Board  determines  that  an  adequate 
prospective  payment  adjustment  for  health  status  has 
been  developed  and  is  ready  for  implementation. 

(3)  Reinsurance  system.    The  Board,  in  developing  the 
methodology  for  a  mandatory  reinsurance  system  under 
this  subsection,  shall: 

(A)  provide  for  health  plans  to  make  payments  to 
state-established  reinsurance  programs  for  the 
purpose  of  reinsuring  part  or  all  of  the  health 
care  expenses  for  items  and  services  included  in 
the  comprehensive  benefit  package  for  specified 
classes  of  high-cost  enrollees  or  specified 
high-cost  treatments  or  diagnoses;  and 
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(B)  specify  the  manner  of  creation,  structure,  and 

operation  of  the  system  in  each  State,  including_ 
(i)  the  manner  (which  may  be  prospective  or 
retrospective)  in  which  health  plans  make 
payments  to  the  system,  and 
(ii)  the  type  and  level  of  reinsurance  coverage 
provided  by  the  system, 
(c)  Confidentiality  of  Information.    The  methodology  shall  be 
developed  in  a  manner  consistent  with  privacy  standards 
promulgated  under  section  5102(a).  In  developing  such 
standards,  the  Board  shall  take  into  account  any  potential 
need  of  alliances  for  certain  individually  identifiable 
health  information  in  order  to  carry  out  risk-adjustment  and 
reinsurance  activities  under  this  Act,  but  only  to  the 
minimum  extent  necessary  to  carry  out  such  activities  and 
with  protections  provided  to  minimize  the  identification  of 
the  individuals  to  whom  the  information  relates. 

§1542:     INCENTIVES  TO  ENROLL  DISADVANTAGED  GROUPS. 
The  Board  shall  establish  standards  under  which  States  may 
provide  (under  section  1203(e)(3))   for  an  adjustment  in  the 
risk-adjustment  methodology  developed  under  section  1541  in  order 
to  provide  a  financial  incentive  for  regional  alliance  health 
plans  to  enroll  individuals  who  are  members  of  disadvantaged 
groups . 

S1543:     ADVISORY  COMMITTEE 

(a)  In  General.     The  Board  shall  establish  an  advisory  committee 
to  provide  technical  advice  and  recommendations  regarding 
the  development  and  modification  of  the  risk  adjustment  and 
reinsurance  methodology  developed  under  this  part. 

(b)  Composition.     Such  advisory  committee  shall  consist  of  15 
individuals  and  shall  include  individuals  who  are 
representative  of  health  plans,  regional  alliances, 
consumers,  experts,  employers,  and  health  providers. 

S1544:     RESEARCH  AND  DEMONSTRATIONS. 
The  Secretary  shall  conduct  and  support  research  and 
demonstration  projects  to  develop  and  improve,  on  a  continuing 
basis,  the  risk  adjustment  and  reinsurance  methodology  under  this 
subpart . 

SI 54 5:     TECHNICAL  ASSISTANCE' TO  STATES  AND  ALLIANCES. 
The  Board  shall  provide  technical  assistance  to  States  and 
regional  alliances  in  implementing  the  methodology  developed 
under  this  subpart. 


Title  V:     Quality  and  Consumer  Protection 

Subtitle  B:     Information  Systems,  Privacy, 
and  Administrative  Simplification 

PART  2:     PRIVACY  OF  INFORMATION 

S5120.   HEALTH  INFORMATION  SYSTEM  PRIVACY  STANDARDS. 

(c)  Principles.     The  standards  established  under  subsection  (a) 
shall  incorporate  the  following  principles: 
(3)  Risk  adjustment.     No  individually  identifiable  health 
information  may  be  provided  by  a  health  plan  to  a 
regional  alliance  or  a  corporate  alliance  for  the 
purpose  of  setting  premiums  based  on  risk  adjustment 
factors. 


657 


Mr.  Waxman.  Mr.  Jones,  you  argue  that  we  don*t  know  how  to 
minimize  risk  selection  or  how  to  adjust  premiums  for  it  suffi- 
ciently to  prevent  it  from  destrojdng  competition  based  on  cost  con- 
tainment and  quality.  You  stated  that  as  a  rule  of  thumb  only  20 
percent  of  the  potential  risk  selection  and  multiple  choice  arrange- 
ments can  be  corrected  by  premium  adjustments.  That,  of  course, 
leaves  80  percent  of  the  effects  of  risk  selection  unaccounted  for. 
They  could  be  windfall  profits  or  wipe-out  losses. 

Ms.  Rosenblatt,  you  seem  to  agree  with  Mr.  Jones  that  our  cur- 
rent ability  to  adjust  for  risk  selection  is  inadequate.  However,  you 
argue  that  by  April  1,  1995,  a  workable  solution  can  be  found. 

And,  Mr.  Neuschler,  you  testified  that  it  is  possible  to  develop  a 
risk  adjustment  mechanism  that  will  work  adequately  if  insurers 
are  enrolling  employment-based  groups,  but  you  do  not  think  it  is 
possible  to  develop  such  a  mechanism  in  purchasing,  in  a  purchas- 
ing environment  in  which  individuals  choose  their  own  health 
plans. 

Of  course  one  of  the  great  strengths  of  the  Clinton  bill  is  pre- 
cisely that  individuals,  not  employers,  are  given  freedom  of  choice 
of  plans.  So  what  are  we  to  make  of  this?  Can  we  solve  the  problem 
of  adjusting  plan  premiums  for  enrollee  risk  in  a  market  where  in- 
dividuals are  allowed  to  choose  their  health  plans,  or,  is  Mr.  Jones 
correct  when  he  argues  that  health  plans  will  always  be  able  to 
game  the  system?  I  would  like  to  hear  your  responses  to  that. 

Mr.  BOWEN.  Being  the  advocate  I  guess  here,  or  the  primary  ad- 
vocate of  risk  adjustment  as  a  solution,  first  I  think  it  is  probably 
one  of  the  few  games  in  town  in  terms  of — - 

Mr.  Waxman.  That  is  what  we  are  worried  about. 

Mr.  BowEN.  Yes.  What  have  we  got  if  we  don*t  use  it?  Where  are 
we  with  choice?  We  are  in  trouble  with  choice  if  we  can't  adjust  for 
the  risk.  If  we  can't  remove  the  effect  of  who  else  chose  the  plan 
from  the  price  that  people  see,  we  will  never  have  competition. 

Some  people  said  that  the  health  alliances  in  this  reform  will  be 
the  downfall  of  fee-for-service  plans.  From  my  perspective,  it  is  the 
only  way  they  will  survive  is  through  a  scheme  where  there  can  be 
risk  adjustment, 

I  am  much  more  optimistic,  I  think,  than  Stan  in  terms  of  find- 
ing ways  to  solve  these  marketing  games  that  are  played  by  some 
of  our  competitors.  We  have  seen  them  happen  in  the  market.  I 
will  tell  you  that  I — ^Mr.  Jones  must  have  been  advising  our  com- 
petitors about  what  to  do.  But  I  think  that  the  combination  

Mr.  Waxman.  What  is  the  median  age  of  your  doctors? 

Mr.  BowEN.  I  don't  know. 

I  think  that  it  takes  a  combination  of  regulatory  effort  and  the 
risk  adjusters  to  make  this  work.  They  can't  work  either  one  all  on 
their  own.  It  is  really  those  things  have  to  work  in  tandem.  And 
the  health  alliances  have  to  have  sufficient  clout  to  prevent  the 
kind  of  behavior  Mr.  Jones  is  talking  about.  Risk  adjusters  can't 
possibly  deal  with  that. 

On  the  other  hand,  many  of  us  in  the  business  have  been  dealing 
with  risk  for  a  long  time.  We  have  been  measuring  it.  We  deal  with 
it  every  day  in  figuring  out  what  our  rates  are.  This  isn't  rocket 
science.  We  can  figure  out  how  to  do  this.  And  all  the  pieces  are 
-^ot  in  place  today  but  they  can  be  in  place,  I  am  quite  confident. 
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Mr.  Waxman.  Ms.  Rosenblatt? 

Ms.  Rosenblatt.  We  too  believe — ^the  actuaries  on  our  work 
group  and  the  non-actuaries  on  our  work  group  do  believe  that  risk 
adjustment  is  absolutely  necessary  and,  as  you  quoted,  that  a 
workable  solution  can  be  found. 

I  think  we  are  also  visualizing  an  approach  that  becomes — ^you 
don't  get  to  the  100  percent  solution  on  day  one,  but  you  put  in  a 
short-term  solution  and  then  as  experience  emerges  on  that  you 
learn  what  the  pitfalls  of  that  are^  but  that  is  probably  good 
enough  to  get  it  started,  and  that  is  why  we  are  recommending  a 
system  like  New  York. 

Our  work  group  is  actually  studying  the  experience  that  is  occur- 
ring in  New  York  right  now.  We  have  some  people  from  the  Divi- 
sion of  Insurance  in  New  York  added  to  the  work  group,  and  we 
will  be  examining  that,  and  we  expect  to  have  another  report  com- 
pleted by  March  that  may  be  able  to  give  some  preliminary  indica- 
tions on  that. 

We  also  think  that  if  there  are  people  in  the  industry  that  have 
been  able  to  do  a  superb  job  at  cherry-picking,  then  that  the  same 
techniques  that  enabled  people  to  be  able  to  do  that  cherry-picking 
can  be  applied  to  create  a  good  risk  adjustment  mechanism. 

So  we  think  it  is  just  a  matter  of  getting  enough  people  working 
on  it,  and  a  lot  of  people  are  working  on  it  right  now.  There  is  a 
lot  of  research  going  on  and  what  we  will  probably  end  up  with  is 
a  short-term  solution  followed  by  something  that  gets  more  and 
more  sophisticated  as  time  goes  on. 

Mr.  Waxman.  Mr.  Neuschler? 

Mr.  Neuschler.  We  too  agree  that  there  absolutely  has  to  be  a 
risk  adjuster  to  make  this  system  work.  We  think  we  can  do  one 
on  employment-based  groups  and  we  are  willing  to  be  proved 
wrong.  For  the  individual  market,  we  are  not  convinced  that  one 
can  be  done  for  that  at  the  moment. 

I  think  it  is  interesting  to  point  out  that  the  kinds  of  mechanisms 
that  plans  are  using  to  try  to  select  risk  that  Mr.  Jones  talked 
about  are  ones  that  are  primarily  used  in  an  individual  choice  envi- 
ronment, and  I  think  that  sort  of  points  out  the  additional  dif- 
ficulty of  dealing  with  that  environment  as  opposed  to  the  current 
employer  choice  environment. 

Now,  choice  is  a  tricky  issue  here.  You  have  got  choice  of  health 
plan.  You  have  got  choice  of  doctor.  You  have  got  long  run  avail- 
ability of  alternatives  in  the  marketplace.  We  at  the  Health  Insur- 
ance Association  at  this  point  are  focusing  on  two — what  we  think 
are  the  two  critical  pieces.  One  is  continued  ability  of  consumers 
to  choose  their  doctors,  and  the  second  is  the  long  run  viability  of 
a  range  of  alternatives  in  the  marketplace  so  that  we  don't  end  up 
with  a  system  where  we  have  really  reduced  competition  down  to 
a  handful  of  plans  in  each  regional  alliance  area  and  they  are  be- 
having like  oligopsonists  and  we  don't  really  have  innovation  and 
creativity  and  the  competitive  urge  to  look  for  better  ways  to  do 
things  that  you  have  when  you  have  a  truly  competitive  market. 
That  is  really  what  we  are  looking  for  over  the  long  run. 

Mr.  Jones.  Mr.  Chairman,  can  I  tweak  my  colleagues? 

First  of  all,  I  think  that  you  are  hearing  a  more  fundamental  op- 
position to  market  management  and  individual  choice  from  HIAA. 
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than  may  appear.  The  experience  I  have  had  is  in  employer  mar- 
kets. It  is  in  employer  markets,  big  employers  where  individual  em- 
ployees have  a  choice  of  multiple  plans. 

The  only  way  that  you  can  get  around  risk  selection  in  that  mar- 
ket other  than  to  develop  the  kind  of  adjusters  we  are  arguing 
about  is  to  eliminate  the  multiple  choice,  and  a  lot  of  employers  are 
opting  for  that  these  days  out  of  despair  at  the  risk  selection  and 
the  problems  they  are  having  managing  the  multiple  choice  plans, 
going  back  to  one  insurer. 

I  am  not  sure  but  the  HIAA  may  be  saying  we  should  go  back 
to  one  insurer  which  the  employer  picks  which  really  is  at  the 
heart  of  this  market  reform  approach.  To  abandon  that  is  a  big 
thing. 

But  beyond  that  I  think  the  issue — ^the  disagreement  you  are 
hearing  has  to  do  with  how  much  how  soon,  not  whether  you  can 
ever  do  it,  although  I  think  there  is  some  chance  we  will  never  be 
able  to  do  it.  I  think  this  may  turn  out  to  be  an  unsolvable  risk 
assessment  problem,  and  there  are  such  problems. 

The  question  is  can  we  have  adequate  enough  risk  adjuster  by 
the  time  we  start  this  program  that  we  dampen  or  take  away  the 
incentive  of  insurers  to  use  risk  selection  as  a  primary  tool  for  com- 
petition to  keep  their  premiums  down.  I  think  that  is  genuinely  a 
long  shot,  and  I  am  delighted  that  the  Academy  and  Bruce  and  his 
colleagues  are  researching  all  this — I  mean  doing  work  on  this.  I 
mean  important  stuff. 

But  I  don*t  think  we  are  going  to  make  it  unless  there  is  some- 
thing comparable  to  a  special  Manhattan  Project  kind  of  effort 
which  one  moves  things  that  are  in  the  private  arena  into  the  pub- 
lic. The  things  I  have  described  are  all  private  research,  millions 
of  dollars  worth,  that  frankly  we  were  taking — selecting  the  pants 
off  of  employers  and  they  didn't  even  know  it  was  happening  be- 
cause they  weren't  doing  any  of  the  research. 

There  is  very  little  public  research  in  this  area.  A  lot  of  it  is  pri- 
vately held  in  big  consulting  firms.  We  need  it  in  the  public  sector. 
We  need  to  make  a  concerted  effort  that  is  backed  by  government. 
We  did  something  on  claims  forms.  This  is  much  more  important 
to  the  system's  working  than  claims  form  and  efficiency  and  proc- 
essing claims  forms  is.  And  that  is  what  I  would  like  to  pitch  for. 

Shy  of  that,  if  we  don't  make  it,  I  think  a  more  urgent  step  is 
required,  which  is  to  give  alliances  capacity  to  limit  the  number  of 
plans  who  compete.  It  is  a  drastic  thing  to  do,  but  I  can  tell  you 
if  I  were  managing  an  alliance  and  there  were  a  hundred  plans 
there  out  there,  I  don't  have  a  prayer  of  catching  them  doing  the 
subtle  marketing  things  I  have  described.  If  there  are  10,  I  might. 
But  put  a  hundred  out  there  and  I  just  don't  have  the  capacity  to 
keep  up  with  them. 

That  is  also  contrary  to  the  competitive  intent  of  these  proposals, 
but  I  think  the  problem  is  that  severe,  and  I  don't  think  we  will 
make  it  given  the  best  efforts  that  we  can  make  unless  we  mount 
something  like  I  have  described. 

Mr.  Waxman.  Earlier  in  her  testimony  Dr.  Feder  indicated  that 
alliance  payments  to  plans  under  the  President's  bill  will  be  ad- 
justed for  the  age  of  its  enrollees,  the  proportion  of  cash  assistance 
enrollees  and  for  higher  health  costs  in  certain  geographic  areas. 
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Beyond  this  the  administration  seems  to  be  relying  on  mandatory 
participation  in  the  reinsurance  program  to  help  plans  that  end  up 
with  a  disproportionate  number  of  high  cost  or  chronically  ill  pa- 
tients. 

My  question  to  all  of  you  or  whichever  of  you  wishes  to  respond 
concerns  the  potential  for  plans  to  continue  their  avoidance  of  high 
risk  people.  From  a  plan's  perspective,  do  you  think  the  President's 
bill  includes  suf[icient  protections,  protections  against  the  risk  of 
adverse  selection  so  that  they  will  no  longer  feel  the  need  to  engage 
in  marketing  strategies  designed  to  attract  only  the  healthiest  peo- 
ple? 

Ms.  Rosenblatt? 

Ms.  Rosenblatt.  I  think  that  one  very  dangerous  part  of  the 
President's  plan  as  it  stands  right  now  is  the  premium  cap,  which 
ties  into  a  lot  of  other  things  and  would  tend  to  make  carriers  want 
to  keep  their  premiums  as  low  as  possible.  It  would  generate  a  tre- 
mendous amount  of  fear  of  what  happens  if  I  get  a  lot  of  high  risk, 
if  the  risk  adjustment  mechanism  doesn't  work  properly,  and  I 
have  no  way  of  recovering  that  future  years'  premium  increases. 

Mr.  BowEN.  I  think  that  the  standard  is  really  will  plans  feel 
that  they  are  being  adequately  compensated  for  the  risks  that  they 
get.  And  it  might  be  to  a  plan's  advantage,  and  I  will  quickly  give 
you  a  scenario,  to  have  high  risk  people  in  the  plan  if,  in  fact,  they 
are  compensated  adequately  for  them. 

For  example,  if  I  am  running  a  health  plan  and  I  have  only 
healthy  people  in  it,  I  can't  charge  very  much  and  there  isn't  much 
opportunity  to  save  money.  If  they  don't  use  any  services,  it  is  hard 
to  be  efficient  in  the  delivery  of  no  services. 

On  the  other  hand,  if  I  have  a  plan  for  very  sick  people  and  I 
am  very  good  at  managing  their  care,  and  I  am  compensated  fairly 
for  it,  I  can  make  money.  And  I  suspect  that  the  health  plans  will 
begin  to  discover  this.  And  if  we  can  design  the  mechanisms  so  that 
they  are  fairly  compensated  for  the  ones  they  get,  that  is  the  best 
world.  Second  best  would  be  to  spread  the  risk  evenly  and  have  no 
selection  bias. 

But  selection  bias  isn't  bad  if  it  is  compensated  for  by  the  risk 
adjustment  scheme. 
Mr.  Waxman.  Mr.  Jones? 

Mr.  Jones.  We  had  a  comment  on  this  reinsurance  idea.  It  seems 
to  me  there  is  great  good  that  can  come  of  that,  and  Bruce  just  re- 
ferred to  it.  If  you  are  a  chronic  arthritic  in  several  areas  of  our 
country  where  there  are  HMO's  who  have  very  good  programs  for 
chronic  arthritics,  you  will  probably  not  find  out  about  those  pro- 
grams unless  your  neighbor  tells  you.  They  won't  be  advertised 
during  open  season.  They  can't  afford  to  advertise  them. 

If  you  had  a  system  that  took  the  payment  for  those  specific  con- 
ditions out  of  the  mix,  then  those  HMO's  could  advertise  and  get 
the  best  organized  care  around  to  those  people  because  they  could 
enroll  them  and  get  paid. 

However,  I  don't  believe  that  reinsurance  programs  substantially 
reduces  the  risk  selection  issue.  It  may  seem  to,  but  let  me  give  you 
an  example.  If  25  or  30  percent  of  the  people  use  no  care  in  a  year, 
and  a  number  of  people,  5  percent,  80  percent — is  that  the  split  we 
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use?  — are  at  this  end  of  the  tail  of  the  curve,  you  can  start  carving 
people  out  of  that  high  end. 

And  let's  say  you  take  out  so  many  diagnoses  and  so  many  dif- 
ferent conditions  that  you  actually  get  it  to  where  people  who  use 
over  $25,000  a  year  are  pretty  much  in  the  reinsurance  program. 
So,  gee,  now  you  have  reduced  the  range  from  zero  for  25  percent 
to  $25,000  for  a  handful.  That  is  a  lot  of  room  for  risk  selection. 

Risk  selection  tactics  are  used  aggressively  by  insurers  in  Medi- 
care supplemental  coverage  where  the  cap  is  very  low,  their  liabil- 
ity. It  is  because  Medicare  picks  up  most  of  the  cost,  and  yet  they 
compete  for  the  healthier  elderly  people  and  it  makes  a  huge  dif- 
ference in  your  competitiveness  of  premium. 

So,  I  think  the  reinsurance  pool  is  a  good  idea,  but  not  as  a  way 
of  substantially  reducing  the  incentive  to  risk  selection. 

Mr.  BowEN.  Could  I  add  one  thing  on  the  reinsurance  pool? 

Mr.  Waxman.  Yes. 

Mr.  BowEN.  One  of  the  things  that  I  think  when  Stan's  talking 
about  reinsurance  pool  and  when  I  am  talking  about  it  and  Alice 
is  I  am  not  sure  we  are  talking  about  the  same  thing  as  the  admin- 
istration is  talking  about  with  the  reinsurance  pool.  We  are  talking 
about  a  reinsurance  pool  where  there  are  some  defined  medicsd 
conditions,  that  there  is  prospectively  determined  what  those  are 
and  what  the  pajnnent  will  be.  The  health  plan  has  one  of  those. 

Often  reinsurance  pool  means  any  claim  over  X  thousand  dollars 
the  reinsurance  pool  pay  a  certain  percentage  of  it.  We  don't  think 
those  work,  or  I  don't  think  those  work.  I  won't  speak  for  the  other 
people.  But  just  to  clarify  that  issue. 

Mr.  Waxman.  Mr.  Neuschler,  you  want  to  add  something? 

Mr.  Neuschler.  Just  very  briefly.  I  think  Mr.  Jones  has  given 
an  excellent  description  of  why  we  are  skeptical  about  ability  to 
have  a  workable  risk  adjustment  mechanism  when  choice  is  on  an 
individual  basis.  But  when  you  have  employer  groups  coming  to- 
gether, you  can't  shave  off  people  very  readily.  You  get  a  group.  It 
may  be  a  small  group,  but  you  get  a  group,  and  you  get  the  range 
of  risk  in  that  group.  And  we  think  that's  a  much  more  tractable 
system,  particularly  for  the  short  term,  something  we  can  deal 
with.  We  know  how  to  work  with  it  and  we  think  it  is  a  way  to 
move  forward. 

Mr.  Waxman.  Thank  you. 

Mr.  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

I  would  like  to  return  to  the  issue  that  Ms.  Rosenblatt  touched 
upon  a  moment  ago  of  the  relationship  of  premium  caps  and  risk 
adjustment.  We  have  heard  throughout  the  day  that  the  risk  ad- 
justment process  is  work  in  progress,  and  we  know  that  HCFA  has 
taken  10  years  to  try  to  develop  one.  We  are  now  being  asked  to 
roll  the  dice  for  the  entire  country's  health  care  and  gamble  on  the 
fact  that  we  are  going  to  be  able  to  do  this  somehow  very  quickly, 
and  it  is  going  to  work. 

But  what  happens  if  the  administration  is  wrong  and  we  don't 
have  an  effective  risk  adjustment  scheme  and  we  bump  into  pre- 
mium caps?  We  have  plans  out  there  which  have  no  control  over 
their  premiums  and  who  have  no  control  over  devising  the  risk  ad- 
justment. What  is  that  likely  to  do  for  solvency? 
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Ms.  Rosenblatt.  I  agree.  As  I  said  earlier,  I  think  that  is  a  great 
concern.  And  there  is  another  aspect  that  I  should  have  mentioned 
in  addition  to  that,  which  is  the  20  percent.  The  way  the  plan  is 
structured  right  now,  if  a  given  plan  falls  outside — 20  percent 
greater  than  the  average,  that  plan  cannot  be  offered. 

So  that  if  a  given  plan  does  experience  adverse  selection  not  only 
are  there  solvency  concerns  if  the  risk  adjustment  mechanism 
doesn^t  appropriately  pick  that  up,  but  that  plan  may  not  be  offered 
anymore,  so  again  has  no  way  of  recovering  the  losses  it  has  sus- 
tained. 

So,  I  think  Dr.  Bowen  mentioned  earlier  that  the  risk  adjustment 
mechanism  needs  to  be  put  in  the  context  of  the  total  program.  So, 
standard  plan  design,  guaranteed  issue,  a  lot  of  those  things  will 
reduce  the  amount  of  adverse  selection.  The  fact  that  there  is 
choice  of  individual  plans  and  many  other  factors  that  have  been 
mentioned  today  will  add  to  it.  And  we  have  got  to  work  with  the 
whole  system  and  deal  with  the  pieces,  I  think,  that  have  some 
problems. 

And  two  of  the  ones  that  I  personally  think  would  create  prob- 
lems while  we  are  in  an  experimental  mode,  and  I  think  it  is  OK 
to  be  in  an  experimental  mode,  but  I  think  we  need  to  be  real  care- 
ful about  parts  of  the  plan  like  the  20  percent  factor  and  like  the 
premium  cap. 

Mr.  Greenwood.  Any  of  the  other  panelists  care  to  comment? 

Mr.  Jones.  I  think  that  a  short  answer  to  your  question  is  if  risk 
selection  continues  the  efRcient  plan  won't  be  rewarded  for  its  effi- 
ciency. And,  in  fact,  it  may  be  hurt  if  it  happens  to  be  selected 
against  and  the  inefficient  plan  could  do  all  right.  That  is  kind  of 
really  what  the  real  world — ^that  undermines  the  basic  idea  of  a 
competitive  market  aimed  at  containing  cost.  This  is  a  real  spoiler 
issue. 

Ms.  Rosenblatt.  I  would  just  like  to  add  that  that  happens  so 
much  in  today's  environment  and  that  is  why  we  feel  very  strongly 
that  risk  adjustment  is  needed  even  if  we  need  to  do  it  experi- 
mental. But  in  certain  States  today  where  there  are  some  carriers 
that  by  State  regulation  are  required  to  community  rate,  are  re- 
quired to  do  guaranteed  issue,  other  carriers  have  been  doing  medi- 
cal underwriting  and  various  other  forms  of  cherry-picking,  you  end 
up  with  the  carrier  that  is  required  to  do  guaranteed  issue  and 
community  rating  might  be  the  most  efficient  carrier  in  that  State 
and  yet  have  the  highest  premium.  So,  in  order  to  avoid  that,  it 
becomes  very  necessary  to  deal  with  risk  adjustment. 

Mr.  Greenwood.  Some  of  you  may  have  been  here  earlier  when 
I  asked  Dr.  Feder  a  question  about  the  prohibition  in  the  bill  on 
presenting  advertising  materials  to  less  than  the  entire  area  of  a 
health  plan's  coverage.  I  came  in  a  little  late,  and  I  apologize  for 
that,  but  there  has  been  some  talk,  obviously,  about  clever  ways  to 
do  their  selecting,  and  it  would  seem  to  me  that  deciding  which  tel- 
evision station  or  radio  station  or  magazine  to  advertise  in,  wheth- 
er your  television  commercial  has  people  with  young  families  with 
new  babies  coming  along  or  whether  it  is  older  Americans  strolling 
in  the  park,  is  going  to  make  a  difference  in  who  you  attract  to 
your  plan. 
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Do  you  think  that  this  part  of  the  bill  is  really  as  problematical 
as  I  think  it  may  be  in  terms  of  putting  a  real  chill  on  how  compa- 
nies advertise? 

Mr.  Jones.  I  don't  think  that  part  of  the  bill  will  work.  Let  me 
give  you  just  a  brief  example  of  a  plan  for  which  I  worked,  and  I 
have  got  to  tell  you  that  it  was  in  such  bad  shape  in  terms  of  ad- 
verse selection  I  felt  very  righteous  helping  them  try  to  hold  onto 
their  low  users  and  get  better  selection. 

But  they  found  they  were  losing  in  several  successive  open  sea- 
sons lots  of  people  to  Kaiser.  Bruce  alluded  to  it  a  while  ago.  They 
did  a  very  careful  research  job  using  a  nationadly  known  firm  to 
find  out  who  was  leaving,  and  they  found  that  based  on  their 
claims  costs  they  were  low  users  leaving.  And  the  research  firm 
told  them  what  the  low  users  were  looking  for  when  they  went  to 
Kaiser. 

They  went  back  and  asked  a  more  sophisticated  marketing  ques- 
tion; namely,  is  there  any  residual  doubt  or  anxiety  in  those  low 
users  about  Kaiser  that  we  could  play  on?  The  answer  was  yes. 
This  was  not  in  California,  incidentally.  The  anxiety  was  I  don't 
really  know  what  this  HMO  thing  is.  So,  that  following  open  season 
this  insurer  launched  an  add  campaign  around  the  simple  notion, 
"Stay  with  X,  you  know  who  we  are."  Advertised  everywhere  in  the 
area. 

Mr.  Greenwood.  That  is  what  my  opponent  did  in  the  last  cam- 
paign rather  well. 

Mr.  Jones.  You  have  got  it.  You  have  got  the  model. 

They  used  every  media  outlet.  They  didn't  do  that,  but  in  fact 
they  almost  completely  pinched  off  the  outflow  of  their  low  users 
to  Kaiser.  That  is  the  level  of  sophistication  we  are  talking  about 
here.  It  is  the  same  sophistication,  in  fact,  that  media  people  and 
market  people  in  the  politics  area  use. 

Mr.  Greenwood.  Any  other  comments?  Yes,  sir? 

Mr.  Neuschler.  I  would  just  like  to  say  that  this  is  more  of  a 
problem  when  you  have  got  an  individual  choice  or  you  are  using 
mass  media  rather  than  more  traditional  selling  to  employers  who 
are  really  looking  at  the  bottomline  and  looking  at  your  track 
record  both  on  cost  and  customer  service  and  that  sort  of  thing. 

I  also  don't  think  that  it  would  be  possible  to  write  a  regulatory 
kind  of  provision  that  would  deal  with  every  eventuality.  That  is 
why  in  order  to  have  a  fairer  marketplace  we  do  have  to  have  a 
risk  adjustment  mechanism  that  removes  the  incentive  for  plans  to 
select  risk,  that  make  sure  that  if  they  get  a  lot  of  healthy  risks 
that  they  have  to  pay  into  a  pool  and  therefore  it  removes  the  fi- 
nancial incentive  to  do  it,  because  you  are  not  going  to  be  able  to 
regulate  it  entirely.  You  have  to,  obviously,  have  basic  rules  there, 
but  you  can't  oversee  everybody. 

Mr.  Greenwood.  Is  your  comment  that  the  issue  of  targeted 
marketing  is  less  of  a  problem  because  we  are  going  to  have  more 
group  purchasing  than  individual  purchasing?  Are  you  arguing 
that  we  should  worry  about  that  section  or  to  take  it  out? 

Mr.  Neuschler.  I  think  we  would  be  supportive  of  general  rules 
at  the  Federal  level  that  talk  about  fair  marketing  practices,  so  I 
guess  I  would  leave  it  in.  And  certainly,  even  with  employer-based 
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stuff,  you  are  going  to  have  to  have  oversight  of  the  marketing  j 
practices  and  make  sure  there  is  nothing  really  egregious  going  on. 

But  the  risk  adjustment  is  critical,  because  if  you  can^t  remove 
the  financial  incentive  for  plans  to  try  to  select  risk,  then  you  are  ! 
always  going  to  be  chasing  after  them,  and  you  will  never,  you 
know,  completely  catch  up  with  them.  j 

Mr.  Greenwood.  I  would  like  to,  if  I  still  have  some  time,  shift 
gears  a  little  bit.  The  President's  health  plan  excludes  all  but  em- 
ployers with  more  than  5,000  employees  from  participating  in  cor-  | 
porate  alliances.  The  question  is  what  do  you  think  is  the  appro-  i 
priate  number  of  employees  to  allow  a  company  to  form  a  corporate 
alliance?  Would  any  of  you  care  to  comment  on  that? 

Mr.  Neuschler.  I  will  take  a  stab  at  it.  We  think  that  the  criti- 
cal issue  is  not  so  much  the  size  cut-off,  but  making  the  alliances 
voluntary  in  the  first  place  so  that  no  employer  is  forced  to  use  the 
alliance  if  they  don't  want  to. 

And,  as  I  said,  we  think  we  can  develop  a  risk  adjustment  mech- 
anism if  things  are  going  on  an  employer  basis  that  we  can  guaran-  I 
tee  that  the  alliance  as  a  whole  will  not  be  selected  against  by  in- 
surers who  are  selling  to  employers  outside  or  by  the  employers 
themselves  making  decisions  based  on  their  assessment  of  the  risk 
of  their  own  people.  So  we  focus  primarily  on  the  voluntary  aspect 
unless  on  the  cut-off  number. 

Mr.  Greenwood.  I  tend  to  agree  with  you,  but  suppose  I  lose 
that  debate  and  my  fallback  position  is  changing  the  5,000,  moving 
that  number  downward. 

Mr.  Jones.  If  you  ask  the  question  at  what  size  can  employers 
manage  the  competition  of  competing  health  plans  so  as  to  achieve  ' 
savings,  I  think  5,000  is  a  conservative  side.  I  have  never  found  an  i 
employer  that  we  have  worked  with  smaller  than  that  who  is  really  | 
saving  money  through  managing  multiple  choice.  | 

I  would  also  like  to  suggest  that  if  you  made  this  voluntary  and  ' 
you  allowed  marketing  research  like  the  kind  I  am  describing  to  be  [ 
used  by  insurers  in  determining  which  employers  they  would  sell  j 
to  and  whom  they  would  leave  in  a  position  of  moving  into  the  alii-  j 
ance.  I  think  you  could  devastate  the  alliance  with  risk  selection,  j 

Mr.  BOWEN.  I  completely  agree  with  that  statement  about  mak- 
ing it  voluntary.  It  would  raise  the  level  of  risk  selection  bias  prob-  | 
lems  to  definitely  an  unmanageable  level. 

Mr.  Greenwood.  Do  you  want  to  defend  your  self  against  those  ! 
charges?  I 

Mr.  Neuschler.  Well,  I  don't — I  find  it  hard  to  understand  how  ! 
you  can  have  a  risk  adjuster  that  is  adequate  to  deal  with  an  indi- 
vidual  choice  environment,  where  individual  people  who  know  what  | 
their  own  situation  is  are  deciding  which  plan  to  choose,  and  have  | 
a  risk  adjuster  that  will  work  in  that  environment  and  not  have  ! 
that  adjuster  be  adequate  to  deal  with  selection  effects  where  in-  \ 
surers  might  be  marketing  and  taking  employment  groups  outside  ■ 
the  alliance. 

We  strongly  feel  that  whatever  risk  adjustment  mechanism  is  l 
put  in  place  has  to  apply  to  the  entire  market,  the  regional  area  ' 
and  whatever  the  market  size  is  that  is  eligible  to  use  the  HIPC,  : 
the  risk  adjustment  mechanism  has  to  apply  in  that  entire  market  j 
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regardless  of  whether  the  health  plan  markets  itself  through  the 
alliance  or  directly  to  employers. 

So  we  definitely  agree  with  the  pooling  on  that  level.  And,  if  you 
do  that  I  don't  understand  how  it  is  a  harder  problem  than  solving 
the  individual  choice  within  the  alliance. 

Mr.  BowEN.  It  is  a  harder  problem  because  now  you  have  not 
only  risk  selection  between  health  plans,  you  have  risk  selection 
between  competing  alliances  and  you  have  risk  selection  among  the 
people  who  are  in  the  alliance  and  not  in  the  alliance. 

And  people  who  are  not  in  the  alliance,  as  I  understand  it,  would 
not  have  to  have  the  standardized  benefit  package.  If  you  didn't 
have  the  standardized  benefit  package,  then  you  have  to  com- 
pensate for  the  difference  in  benefits  which  just  raises  another 
level  of  complexity  to  the  risk  adjuster  mechanisms. 

So  you  have  to  not — ^you  are  adding  levels,  you  are  adjusting  this 
and  then  you  are  adjusting  across  alliances  and  then  you  are  ad- 
justing across  benefit  patterns.  It  just  adds  complexity  to  the  prob- 
lem and  reduces,  I  think,  the  chances  that  you  could  do  it  right. 

Mr.  Neuschler.  I  apologize  for  not  lajdng  out  the  full  range  of 
our  proposal,  but  we  do  propose  standard  benefits  across  the  entire 
market,  and  the  only  difference  between  inside  the  alliance  and 
outside  would  be  the  method  of  arranging  coverage.  Everything 
else  would  be  the  same. 

Mr.  Waxman.  If  the  gentleman  would  yield? 

Could  you  respond  to  that  point?  If  it  is  a  standardized  benefit 
that  must  be  offered,  you  have  then  full  competition,  different  alli- 
ances, and  competition  between  alliances  and  plans,  but  a  risk  ad- 
justment within  a  specified  geographic  area  effecting  the  whole 
population  no  matter  what  alliance  or  plan  they  might  have  par- 
ticipated in? 

Mr.  BowEN.  OK.  Then  what  you  have  added  is — I  take  back  my 
part  about  the  complexity  added  by  benefit  packages.  You  still  have 
the  complexity  added  by  having  to  do — if  you  have  an  alliance  that 
is  exclusive  and  covers  a  geographic  area  for  a  defined  group  of 
people,  whether  it  is  200  an  employer  or  5,000,  but  it  is  defined, 
then  you  have — ^your  problem  is  to  estimate  the  relative  cost  of  peo- 
ple who  join  Health  Plan  A  versus  the  relative  cost  of  people  who 
join  Health  Plan  B.  That  is  the  only  problem  that  you  give  the  risk 
adjustment  and  assessment  mechanism. 

If  you  have  multiple  health  alliances,  you  have  that  problem  plus 
you  have  to  estimate  the  differences  between  those  people  who  join 
Alliance  A  versus  the  people  who  join  Alliance  B.  And,  if  you  allow 
individual  employers  to  form  their  own  alliances,  you  have  to  look 
at  the  risk  of  the  people  who  are  in  this  employer  group  versus 
that  employer  group. 

If  those  employer  groups  are  relatively  small  or  those  alliances 
are  fairly  small,  these  risk  adjustment  mechanisms  break  down, 
because  they  need  the  laws  of  large  numbers  in  order  to  work  well. 
The  error  for  predicting  the  cost  of  a  small  group  of  people,  and 
small  we  are  talking  a  few  hundred  rather  than  thousands,  is 
much,  much  higher.  So  there  are,  in  effect,  two  kind  of  problems 
that  are  generated  by  this. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman.  One  more  question. 
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The  Clinton  plan  assumes  that  you  must  establish  mandatory  al- 
liances run  by  the  State  in  order  to  facilitate  health  plans  that 
community  rate  and  guarantee  issue.  However,  isn't  it  possible  to 
distribute  risks  appropriately  through  voluntary  alliances  as  long 
as  the  single  risk  adjuster  is  collecting  information  from  each 
health  plan?  Isn't  it  true  that  if  a  risk  adjustment  system  works, 
then  it  doesn't  matter  if  the  alliance  is  mandatory  or  voluntary  or 
if  there  is  no  alliance  at  all? 

I  am  reading  that  question  to  you  because  that  is  related  to  what 
we  have  just  been  discussing. 

Mr.  Neuschler.  That  is  basically  exactly  our  point.  It  doesn't 
matter  how  many  alliances  you  have  or  how  many  people  are  sell- 
ing outside.  You  take  every  health  plan  that  is  serving  that  area 
and  they  have  to  participate  in  the  risk  adjustment  mechanism, 
and  they  are  adjusted  based  on  the  enrollees  that  they  have  re- 
gardless of  how  they  get  them. 

And,  in  fact,  I  think  from  our  perspective  the  ability  of  smaller 
plans  to  continue  to  participate  in  the  system  may  be  critical  to  the 
ongoing  evolution  of  better  ways  of  doing  things.  If  we  end  up  with 
just  three  or  four  big  plans  in  a  regional  alliance  area,  yes,  risk  ad- 
justment is  easier  to  do  because  the  law  of  large  numbers  takes 
over,  and  maybe  you  don't  even  need  to  do  it  at  all. 

But  what  have  you  done  to  the  marketplace  competition?  Are  you 
really  going  to  have  plans  really  trying  to  find  a  better  way  to 
serve  people  at  a  lower  price  or  are  they  just  going  to  sort  of  carve 
up  the  market  and  say  the  premium  caps  are  binding  anyway  and 
we  are  just  going  to  satisfy  us  here  and,  you  know,  sit  where  we 
are. 

Mr.  Jones.  I  would  ask  a  question  of  Ed.  Are  you  suggesting  that 
employers  like  alliances  would  have  to  offer  all  certified  health 
plans  in  the  area  or  could  they  just  pick  a  couple  of  plans  of  their 
choice  to  offer  their  employees,  or  maybe  only  one  plan? 

Mr.  Neuschler.  We  are  not  suggesting  that  employers  would 
have  to  offer  all  the  plans  in  the  area.  We  are  suggesting  that 
every  employer,  in  order  to  maintain  individual  access  to  physi- 
cians we  are  talking  about  having  employers  offer  at  least  one  plan 
that  has  what  we  are  calling  meaningful  out  of  network  choice,  yet 
to  be  defined. 

But  the  issue — the  risk  adjustment  mechanism  would  work 
across  all  health  plans.  So  that  if  an  employer  had  a  self-insured, 
self-funded  plan,  they  would  have  to  participate  in  the  mechanism. 
If  they  bought  coverage  through  two  competing  plans,  those  plans 
as  plans  would  have  to  participate  in  the  mechanism. 

Mr.  Jones.  So,  they  may  have  to  contribute  money  to  the  plans 
that  are  in  the  alliance  

Mr.  Neuschler.  Right.  Exactly. 

Mr.  Jones  [continuing].  Because  they  have  better  risks. 
Mr.  Neuschler.  Exactly. 

Mr.  Jones.  You  really  need  a  very  precise  and  good  risk  adjuster 
to  do  that.  I  mean  really  precise. 

Mr.  Neuschler.  Well,  as  I  said,  I  think  the  level  of  precision  de- 
pends on  the  degree  of  individual  choice  involved,  and  if  you  are 
moving  employer  groups  around  the  degree  of  variation  before  you 
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even  start,  before  you  even  start  adjusting,  just  is  not  as  big.  So, 
you  don't  have  to  adjust  as  much. 

Mr.  BOWEN.  You  offer  health  plans  another  opportunity,  how- 
ever, to  select  risk  by  selecting  which  employers  they  make  them- 
selves available  to. 

Mr.  Neuschler.  Well,  we  are  talking  guaranteed  issue  here, 
which  is  not  to  say  that  there  aren't  marketing  things  that  can  be 
done.  But  if  someone  came  to  you,  you  as  a  health  plan,  you  would 
have  to  issue  a  policy. 

Mr.  Jones.  But  the  employer  could  decline  that  plan.  The  em- 
ployer could  say,  "No,  I  am  just  taking  that  plan"  

Mr.  Neuschler.  No,  the — ^yes,  it  is  the  employer  choosing  what 
he  wants  to  do,  whether  he  wants  to  have  his  people  participate 
in  the  alliance  or  deal  directly  with  a  plan. 

Mr.  Jones.  I  would  love  to  have  my  market  researchers  go  to 
work  with  that  one. 

Mr.  Waxman.  Well,  I  am  reluctant  to  call  a  conclusion  to  this  dis- 
cussion because  I  was  hoping  you  could  find  some  middle  ground. 
But  apparently  not  for  today. 

I  think  this  has  been  an  excellent  panel  and  you  have  given  us 
a  lot  to  think  about.  And,  as  you  think  about  it,  I  hope  you  will 
share  further  thoughts  with  us. 

Thank  you. 

On  our  final  panel,  we  will  hear  from  representatives  from  the 
types  of  entities  that  can  operate  as  corporate  alliances  under  the 
President's  plan. 

Dr.  Bruce  Karrh  is  Vice  President  for  Integrated  Health  Care  of 
the  DuPont  Company  in  Wilmington,  Del. 

Judith  Mazo  is  Senior  Vice  President  of  the  Segal  Company  and 
is  testifying  on  behalf  of  the  National  Coordinating  Committee  for 
Multi-Employer  Plans. 

And  Anthony  C.  Williams  is  the  Director  of  the  National  Rural 
Electric  Cooperative  Association. 

I  welcome  you  today  to  our  hearing.  Without  objection,  your  writ- 
ten statements  will  be  included  in  the  record  in  full.  We  would  like 
to  ask  you  to  limit  the  oral  presentation  to  no  more  than  5  min- 
utes. 

Mr.  Karrh,  why  don't  we  start  with  you? 

STATEMENTS  OF  BRUCE  KARRH,  VICE  PRESIDENT,  DuPONT 
CO.,  ON  BEHALF  OF  CORPORATE  HEALTH  CARE  COALITION; 
JUDY  MAZO,  ON  BEHALF  OF  NATIONAL  COORDINATING 
COMMITTEE  FOR  MULTIEMPLOYER  PLANS;  AND  ANTHONY 
C.  WILLIAMS,  DIRECTOR,  RETIREMENT,  SAFETY,  AND  INSUR- 
ANCE DEPARTMENT,  NATIONAL  RURAL  ELECTRIC  COOPER- 
ATIVE ASSOCIATION 

Mr.  Karrh.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. 

My  name  is  Bruce  Karrh.  I  am  a  physician  and  Vice  President 
of  Integrated  Health  Care  for  the  DuPont  Company  in  Wilmington, 
Del.  I  am  here  today  on  behalf  of  the  Corporate  Health  Care  Coali- 
tion, a  group  of  large  self-insured  multistate  companies  recently 
formed  to  support  the  enactment  of  health  care  reform  legislation. 
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At  present  the  coalition  has  19  member  companies.  In  combina- 
tion, we  provide  health  benefits  for  over  2.8  million  people  in  all 
50  States  at  a  cost  of  $6.8  billion  per  year.  Each  of  us  could  qualify 
as  a  corporate  alliance  under  the  President's  health  care  reform 
proposal. 

Our  coalition  is  unique  in  one  way.  The  primary  health  care  con- 
cerns of  all  of  our  members  are  solely  as  purchasers  of  health  care 
for  our  employees.  Many  of  our  members  have  been  in  the  forefront 
of  efforts  to  ensure  high  quality  and  cost  effective  benefits  for  em- 
ployees. 

We  have  extensive  experience  in  designing  and  operating  health 
benefits,  and  have  been  a  major  force  in  ongoing  efforts  to  restruc- 
ture the  health  care  delivery  system. 

Let  me  begin,  Mr.  Chairman,  by  saying  that  our  coalition  is  com- 
mitted to  the  enactment  of  a  comprehensive  health  care  reform 
plan  consistent  with  our  principles  by  the  end  of  next  year.  We  are 
pleased  that  the  President  has  taken  the  leadership  to  draft  and 
introduce  a  detailed  reform  package. 

There  is  much  about  the  President's  bill  that  is  consistent  with 
our  principles.  It  would  achieve  nearly  universal  health  insurance 
coverage.  It  would  make  insurance  more  affordable  for  small  busi- 
nesses and  individuals.  It  would  require  employers  to  contribute  for 
health  benefits.  It  would  encourage  the  continued  growth  of  orga- 
nized delivery  systems.  And  it  would  reduce  some  of  the  adminis- 
trative burden  through  insurance  reform  and  electronic  claims 
processing. 

The  President's  bill  also  recognizes  the  role  that  large  employers 
have  played  as  active  purchasers  of  care  for  their  employees  and 
would  attempt  to  preserve  that  role  by  permitting  companies  with 
over  5,000  employees  to  function  as  corporate  alliances  with  experi- 
ence rating  for  their  populations. 

Despite  the  fact  that  there  is  a  lot  we  like  in  this  bill,  unfortu- 
nately, we  cannot  support  it  as  currently  drafted.  The  most  impor- 
tant reason  is  quite  simply  the  corporate  alliances  don't  work.  As 
much  as  we  would  like  to  support  the  President's  initiative,  we  can- 
not encourage  enactment  of  a  proposal  that  would  transfer  our  em- 
ployees to  a  largely  public  system  and  eliminate  our  role  in  provid- 
ing them  benefits. 

Let  me  explain  why  we  believe  the  corporate  alliances  are  not  a 
viable  option.  There  is  the  risk  that  the  corporate  alliance  could  at 
any  time  be  involuntarily  and  permanently  terminated  by  the  Sec- 
retary of  Labor  because  the  company  failed  in  2  out  of  any  3  years 
to  keep  its  cost  below  the  CPI,  the  company  lost  enough  employees 
through  spin-offs  or  down-sizing  or  by  States  opting  for  single- 
payer  to  drop  below  4,800  employees,  or  for  any  other  noncompli- 
ance. Even  with  involuntary  termination,  there  is  a  risk  that  the 
company  would  be  unable  to  keep  its  expenses,  including  the  new 
administrative  costs  added  by  the  bill,  the  1  percent  of  payroll  as- 
sessment and  a  host  of  other  assessments,  below  the  7.9  percent  of 
payroll  amount  that  it  would  pay  in  the  worst  case  for  the  regional 
alliance. 

Corporate  alliances  would  also  be  trying  to  manage  their  health 
care  costs  in  an  environment  where  the  regional  alliances  now  con- 
trol 70  percent  of  the  market.  Medicare  commanded  another  13 
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percent,  and  the  1,200-odd  corporate  alliances  divided  up  at  most 
17  percent.  For  almost  every  company,  we  think  the  risk  and  po- 
tential cost  of  operating  a  corporate  alliance  would  be  considered 
to  outweigh  the  benefits. 

How  would  we  fix  the  corporate  alliances?  Let  me  focus  on  three 
suggestions  today.  First,  the  employer  requirements  and  financing 
for  health  care,  which  should  be  national,  and  States  should  not  be 
permitted  to  establish  a  single-payer  system.  State  flexibility  may 
be  appropriate  in  areas  such  as  oversight  of  health  care  services 
and  licensing  of  hospitals  and  physicians. 

However,  State  flexibility  and  rules  governing  employer  respon- 
sibility or  benefits  would  prevent  multistate  employers  from  provid- 
ing equitable  benefits  for  their  employees  across  State  lines. 

Second,  the  influence  of  the  regional  alliance  in  the  market 
should  be  greatly  reduced.  Size  is  one  factor.  We  would  like  to  see 
government  employees  and  employees  of  firms  larger  than  500,  or 
perhaps  even  a  hundred,  excluded  from  the  regional  alliance. 

Reducing  its  size  does  not  resolve  all  our  concerns,  however, 
since  the  remaining  alliance  with  Medicaid  and  small  business  in 
it  would  still  control  at  least  40  percent  of  the  market.  The  regional 
alliance  should  be  governed  cooperatively  and  should  be  a  rel- 
atively passive  agent.  It  may  even  make  sense  to  arrange  for  com- 
peting alliances  if  the  underl3dng  health  plans  were  community 
rated  and  risk  adjusted  for  this  population. 

Third,  there  should  be  intermeaiate  penalties  short  of  the  atom 
bomb  of  involuntary  termination.  Where  corporate  alliances  are 
trjdng  to  comply  with  the  law,  there  should  be  a  reasonable  oppor- 
tunity to  work  things  out.  We  also  do  not  believe  it  is  necessary  to 
apply  premium  caps  to  corporate  alliances.  We  believe  we  already 
have  the  incentive  to  hold  cost  down  and  actually  are  doing  that 
fairly  successfully. 

A  new  environment  with  standard  benefits  and  a  benchmark  of 
a  regional  alliance  would  keep  us  under  constant  pressure  to  justify 
our  continued  existence  by  keeping  our  cost  down. 

I  would  like  to  conclude  by  saying  that  we  appreciate  the  serious 
effort  by  this  committee  and  by  the  President  to  solve  our  Nation's 
health  care  problems.  Unfortunately,  the  thing  we  care  most  about, 
the  corporate  alliance,  doesn't  work  as  it  is  currently  drafted.  Ulti- 
mately, you  must  decide  whether  you  want  large  corporations  to 
continue  to  operate  as  organizers  of  health  plans  and  innovators  of 
strategies  to  improve  quality  and  reduce  cost. 

If  the  answer  is  yes,  we  would  like  to  work  with  you  on  redraft- 
ing the  corporate  alliance  rule.  If  the  answer  is  no,  then  we  feel 
this  bill  should  be  redrafted  and  presented  to  the  American  people 
as  a  single-payer  approach,  because  that  is  really  what  it  would  be- 
come. 

Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you  very  much.  Dr.  Karrh. 

[Testimony  resumes  on  p.  681.] 

[The  prepared  statement  of  Mr.  Karrh  follows:] 
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STATEMENT    OF    BRUCE  KARRH 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Bruce  Karrh.  I  am  a  physician  and  Vice  President  of  Integrated 
Health  Care  for  the  DuPont  Company  in  WUmington,  Delaware.  I  am  here  today  on 
behalf  of  the  Corporate  Health  Care  Coalition,  a  group  of  large,  self-insured,  multi-state 
employers  recently  formed  to  support  the  enactment  of  health  care  reform  legislation. 
At  present,  the  Coalition  has  19  member  companies  -  all  Fortune  200  ~  who  operate 
health  plans  for  employees,  their  families,  and  retirees,  covering  over  2.8  million  lives 
and  providing  over  $6.8  bilHon  per  year  in  health  benefits.   Each  of  our  members  has  a 
sufficient  employee  population  to  qualify  as  a  Corporate  AUiance  under  the  President's 
health  care  reform  proposal 

Our  Coalition  is  distinguished  by  its  exclusive  focus  on  issues  of  significance  to 
large,  self-insured  employers.  Our  primary  health  care  concerns  are  those  of  purchasers 
of  health  care  for  our  employees  and  not  those  of  vendors  of  insurance  or  health  care 
products.  Members  of  the  Corporate  Health  Care  Coalition  have  been  in  the  forefront 
of  efforts  to  ensure  high-quality  and  cost-effective  benefits  for  employees.  We  have 
extensive  ejq)erience  in  designing,  administering,  and  delivering  employee  health  benefits; 
and  are  a  major  force  today  in  ongoing  efforts  to  restructure  the  health  care  delivery 
system. 


SUPPORT  FOR  HEALTH  CARE  REFORM 

As  a  Coalition,  we  are  committed  to  the  enactment  of  a  comprehensive  health 
care  reform  plan  consistent  with  our  principles  by  the  end  of  1994.  We  are  pleased  that 
the  Congress  is  making  progress  toward  that  end  and  commend  the  President  on  his 
leadership  in  drafting  and  introducing  a  detailed  reform  proposal 

Our  support  for  health  reform  is  based  on  our  belief  that,  properly  designed, 
reform  can  improve  access  and  control  costs  while  enhancing  the  quality  of  care.  To  do 
this,  we  think  health  care  reform  must: 

•  slow  the  growth  in  health  care  costs; 

•  ensure  that  en^loyers  are  responsible  for  their  own  en^loyees; 

•  finance  additional  community  health  care  costs  where  necessary  through 
broad-based  taxes; 

•  promote  a  continuing  movement  toward  organized  systems  of  care; 

•  rely  primarily  on  private  market  mechanisms  to  restructure  the  market;  and 

•  reduce  inefficiencies  and  waste  in  the  current  system. 

We  believe  a  reformed  health  care  system  needs  to  retain  a  role  for  large 
employers  who  choose  to  continue  providing  health  benefits  for  their  employees.  This 
role  is  necessary  both  as  a  source  of  continuing  innovation  in  the  system  and  as  a 
benchmark  against  which  to  measure  the  performance  of  reforms  in  the  rest  of  the 
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system.  Let  me  be  clear  that  member  companies  of  the  Corporate  Health  Care 
Coalition  support  at  the  very  highest  levels  of  the  companies  a  continuation  of  employer- 
provided  health  benefits.  Our  shareholders  are  not  prepared  for  us  to  simply  write  a 
check  to  some  third  party  to  provide  health  benefits  for  our  employees. 

For  an  employer-based  system  to  work,  we  believe  the  following  elements  of  the 
health  care  system  are  necessary: 

•  a  requirement  that  all  employers  participate  in  financing  health  care  for 
their  employees  and  that  all  individuals  enroll  in  plans; 

•  small  employer  purchasing  groups  that  lower  costs  for  small  employers  and 
that  remain  smsdl  enough  themselves  to  avoid  dominating  the  market; 

•  a  marketplace  with  multiple  purchasers  of  health  care  services,  including  a 
continuing  role  for  large  employers  as  purchasers; 

•  separate  rating  of  large  purchaser  groups  to  enable  purchasers  to  benefit 
from  active  management  of  their  plans; 

•  national  standards  for  employer-based  plans  (as  now  under  ERISA)  to 
allow  uniform  operations  across  state  lines; 

•  an  end  to  cost  shifting  from  imderfimded  public  programs,  like  Medicaid 
and  Medicare,  to  private  purchasers. 

There  is  much  about  the  President's  proposal  -  HJl.  3600  -  that  is  consistent  with 
our  principles. 

The  proposal  would  extend  health  insurance  coverage  to  nearly  every  U.S. 
resident,  improve  the  availability  and  affordability  of  health  insurance  to  small 
business  and  individuals  through  insurance  market  reform  and  pooled  purchasing, 
and  require  employers  to  participate  in  financing  health  benefits  for  their 
employees. 

The  proposal  would  encourage  a  restructuring  of  the  health  care  delivery  system 
with  a  growing  emphasis  on  organized  systems  of  care  and  a  greater  reliance  on 
primary  and  preventive  care. 

The  proposal  would  allow  large  corporate  purchasers  a  variety  of  rating 
approaches  for  their  insurance  premiums. 

Finally,  the  proposal  would  simplify  health  insurance  by  creating  a  standard 
benefit  package  with  continuity  of  coverage  and  uniform  electronic  claims 
processing. 


672 


Despite  these  points  of  agreement,  we  are  very  concerned  that  the  President's 
proposal  does  not  create  a  viable  role  for  employers  to  remain  as  active  purchasers  of 
health  care  for  their  employees.  As  much  as  we  would  like  to  be  able  to  support  this 
initiative,  we  cannot  encourage  the  enactment  of  a  legislative  proposal  which  in  our 
judgment  would  transfer  our  employees  to  a  largely  public  system  and  eliminate  our  role 
in  providing  them  health  care  benefits.  Thus,  we  have  come  here  today  to  offer  some 
thoughts  on  how  the  options  for  large  corporations  in  the  President's  proposal  could  be 
improved. 


THE  CORPORATE  ROLE 

As  employers,  we  have  been  increasingly  active  in  recent  years  in  organizing 
health  care  for  our  employees  to  ensure  them  a  high  quality  of  care  at  a  reasonable  cost. 
Let  me  be  quite  frank:  most  employers  have  only  taken  on  this  role  as  active  purchasers 
within  the  last  five  to  ten  years,  and  so  our  experience  as  a  group  is  recent  and  we  have 
not  yet  accumulated  overwhelming  quantitative  evidence  of  reduced  commimity  health 
expenditures.  We  firmly  beUeve,  however,  that  we  are  having  a  substantial  impact  in  our 
communities  -  not  only  on  the  cost  of  health  care,  but  on  the  way  health  care  is 
delivered,  the  overall  quality  of  care,  and  our  employees'  satisfaction  with  that  care. 

Some  critics  have  suggested  that  large  employers  have  merely  shifted  costs  to 
others  rather  than  helped  slow  the  growth  in  national  health  expenditures.  Today, 
however.  Coalition  member  companies  function  not  just  as  knowledgeable  purchasers  but 
as  active  shapers  of  the  health  care  delivery  system  and  marketplace.  Our  companies 
have  begun  to  look  for  efficiencies  in  the  way  health  care  is  delivered  to  their  employees. 
As  a  first  step,  we  have  encouraged  preventive  care  and  educated  our  employees  on  how 
to  use  care.  Many  companies  have  structured  financial  incentives  that  encourage 
employees  to  enroll  in  the  most  cost-effective  plans.  In  some  cases,  our  companies  have 
helped  initiate  statewide  reporting  on  provider  cost  and  quality  and  have  assembled 
networks  of  cost-effective,  high-quaUty  providers  that  we  encourage  employees  to  use. 
Some  of  us  have  used  our  purchasing  power  to  negotiate  not  only  rate  concessions  but 
also  practice  parameters  with  physicians  and  hospitals.  Mai^  have  also  case-managed 
severe  illnesses  or  injuries  to  ensure  that  the  best  services  are  provided  at  reasonable 
cost 

Let  me  describe  briefly  some  of  our  member  company  projects  that  I  think  have  j 
helped  advance  national  thinidng  on  controlling  costs  and  improving  quality.  j 

Hershey  Foods  Corporation  helped  Pennsylvania  set  up  a  system  of  state-wide  i 

reporting  by  hospitals  and  doctors  of  medical  outcomes  and  charges.  Hershey  has  | 

used  this  information  to  identify  and  include  in  their  networks  high-quality,  | 
reasonable-cost  providers  at  locations  convenient  for  their  employees. 

Bell  Atlantic  Corporation  has  been  able  to  get  widespread  employee  enroUment  [ 
in  a  new  point-of-service  plan  in  the  Baltimore- Washington  area  that  has  reduced  | 
inpatient  care,  hospital  admissions  and  benefits  paid  per  admission.  During  the 
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first  year,  72  percent  of  benefit  payments  have  gone  through  this  network,  and 
Bell  Atlantic's  per  beneficiary  payments  have  declined  5.6  percent  at  a  time  when 
medical  costs  increased  by  7.5  percent 

Atlantic  Richfield  Company  has  used  case  management  to  provide  quality  services 
at  lower  cost  for  employees  who  are  severely  ill  or  injured.  For  example,  working 
together  with  the  employee  and  his  family,  ARCO  managers  developed  a  home 
health  care  service  skilled  in  AIDS  treatment  for  an  employee  with  late-stage  ' 
AIDS  so  that  the  employee  could  spend  his  last  months  at  home.  The  service 
enabled  ARCO  to  avoid  more  than  a  quarter  of  a  million  dollars  in 
hospitalization  costs  while  improving  the  comfort  of  the  patient. 

As  we  read  the  President's  proposal,  we  are  struck  by  the  similarities  between  the 
reforms  the  President  wants  to  carry  to  the  rest  of  the  country  and  some  of  the 
innovative  projects  our  member  companies  have  worked  on  over  the  last  decade.  To  the 
extent  that  the  President's  ideas  have  come  fi"om  these  activities,  it  is  testimony  to  the 
important  role  that  large  companies  can  play  as  innovators  and  problem  solvers  in  our 
health  care  system. 

We  plan  to  remain  in  this  role,  given  the  opportunity.  However,  were  the 
President's  proposal  enacted  as  currently  drafted,  there  would  be  little  incentive  for  us  to 
continue  as  purchasers;  leading  to  the  ironic  result  that  the  govermnent  would  be 
extending  programs  like  ours  to  the  rest  of  the  population  while  we  are  dismantling  our 
existing  programs  for  our  employees.  At  the  same  time,  the  value  of  our  expertise  would 
be  lost  to  the  system. 


CORPORATE  ALLIANCES 

Why  would  we  be  likely,  under  the  Clinton  proposal,  to  dismantle  our  existing 
plans?  Perhaps  the  easiest  way  to  view  this  issue  is  to  anticipate  the  decision  process  in 
a  large  company  once  the  bill  is  enacted. 

As  part  of  its  decision  whether  to  declare  itself  a  Corporate  Alliance,  a  company 
would  weigh  the  risks  or  potential  costs  against  the  rewards  or  potential  benefits  of 
operating  a  Corporate  Alliance.  On  the  risk  side,  there  are  several  factors  that  could 
cause  the  involuntary  termination  of  a  Corporate  Alliance,  forcing  a  company's 
employees  into  the  Regional  Alliance  permanently. 

•  First,  if  the  Corporate  Alliance  failed  to  keep  its  annual  increases  in  per 
capita  expenditures  below  the  "general  inflation  factor"  (e.g.  CPI)  for  two 
of  the  last  three  years,  the  Alliance  would  be  terminated. 

•  Second,  should  the  employer  lose  enough  employees  through  spino^  or 
downsizing  to  fall  below  4800  employees  on  any  January  1st,  the  Alliance 
would  be  terminated. 
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•  Third,  if  a  state  elected  to  be  a  single  payer  state  and  to  cover  Corporate 
Alliance  employees,  the  Corporate  Alliance  would  be  terminated  in  that 
state.  If  that  single  payer  election  or  the  sum  of  all  state  single  payer 
elections  caused  the  Corporate  Alliance  population  to  drop  below  4800 
employees,  then  the  Alliance  would  be  terminated  nationwide. 

•  Finally,  the  Secretary  of  Labor  could  terminate  a  Corporate  Alliance  for 
failure  to  comply  with  the  statutory  requirements. 

Should  a  Corporate  Alliance  manage  to  avoid  these  pitfalls,  it  would  have  to 
maintain  costs  that  are  below  the  Regional  Alliance  cap  on  employer  contributions 
(currently  set  at  7.9%  of  payroll)  to  justify  its  existence.  This  means  that  a  Corporate 
Alliance's  expenses  for  comprehensive  benefits  plus  administrative  costs  and  the  1%-of- 
payroll  Corporate  Alliance  assessment  could  not  exceed  7.9%  of  payroll. 

The  bill  would  impose  additional  costs  on  companies  that  establish  Corporate 
Alliances,  including  the  accumulation  of  reserves  to  cover  health  benefit  costs,  new 
reporting  and  disclosure  requirements,  greater  liability  for  participant  lawsuits, 
contributions  when  necessary  to  a  national  Corporate  Alliance  insolvency  fund,  and 
possible  contributions  during  the  transition  period  before  1998  to  a  National  Risk  Pool 
for  the  uninsured. 

On  the  reward  side,  a  company  that  maintained  a  Corporate  Alliance  could 
benefit  from  the  greater  employee  loyalty  and  morale  associated  with  company  health 
benefits,  assuming  that  the  company  would  be  able  to  provide  a  higher  level  of  personal 
service  and  quality  medical  care  than  the  Regional  Alliance.  The  company  could  also 
benefit  from  separate  rating  of  its  own  population,  from  aggressive  purchasing  activities, 
and  fi'om  any  special  health  promotion,  wellness,  and  patient  management  activities  it 
undertakes. 

To  benefit  from  its  own  purchasing,  the  Corporate  Alliance  would  need  enough 
presence  in  the  marketplace  to  extract  practice  or  price  concessions  from  providers. 
Corporate  Alliances,  under  the  President's  proposd,  however,  will  become  relatively 
small  purchasers  in  a  marketplace  dominated  by  two  public  entities:  the  Regional 
Alliance  and  Medicare.  Table  1  (attached)  prepared  by  the  Employee  Benefit  Research 
Institute  (EBRI)  shows  the  proportion  of  the  population  in  the  Regional  Alliances  on  a 
state-by-state  basis  -  assuming  all  employers  with  more  than  5000  employees  set  up 
Corporate  Alliances.  The  Regional  Alliances  in  every  state  would  control  at  least  60 
percent  of  the  population,  and,  on  average,  would  control  70  percent.  Nationwide, 
another  13  percent  would  be  in  Medicare,  leaving  roughly  1200  Corporate  Alliances  to 
divide  up  the  remaining  17  percent  of  the  population.  The  imbalance  is  even  greater 
when  marketshares  are  measured  in  terms  of  expenditures,  since  Medicare  and  Medicaid 
alone  account  for  nearly  half  of  all  third-party  health  care  spending. 

Given  the  balance  of  risks  and  rewards,  the  likelihood  that  a  company  wiil  make 
the  investment  to  form  a  Corporate  Alliance  under  these  rules  is  quite  small.  Even  were 
some  companies  to  risk  operating  a  Corporate  Alliance,  we  believe  it  would  only  be  a 
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matter  of  time  until  they  encountered  one  of  the  pitfalls  and  were  brought  into  the 
Regional  Alliances. 

In  summary,  the  problems  with  the  Corporate  Alliance  structure  from  a  company 
standpoint  are: 


1)  Enforcement  overkill  -  the  penalty  for  Corporate  Alliance  "failure"  is 
immediate  and  permanent  revocation  of  the  right  to  be  a  Corporate 
Alliance  -  there  is  no  opportunity  to  come  into  compliance  and  no 
intermediate  penalty. 

2)  Ultimate  state  control  ~  the  state  single-payer  option  gives  individual  states 
final  authority  over  whether  a  national  employer  can  operate  their  own 
Corporate  Alliance  in  the  state  -  md  in  some  cases  nationwide. 

3)  Double  jeopardy  on  co;:;b  -  employers  are  penalized  twice  for  cost 
increases:  by  pa>'ii?g  th':  higher  costs  in  :he  first  place  and  by  losing  their 
Corporate  AJhance  if  mey  exceed  the  preaiium  caps. 

4)  Unfair  competition  -  Corporate  Alliances  have  to  achieve  their  savings  as 
a  small  private  purchaser  in  a  marketplace  dominated  by  two  large  public 
purchasers. 


RECOMMENDATIONS 

While  a  number  of  features  of  the  President's  proposal  cause  us  some  concern,  we 
are  most  concerned  about  those  that  would  prevent  us  fi-om  maintaining  high  quality 
health  care  programs  for  our  employees.  For  this  reason,  we  will  focus  in  our  remarks 
here  on  a  few  modifications  to  the  proposal  which  we  believe  would  help  make  the 
Corporate  Alliance  a  viable  option  for  large  employers. 


1)  State  Flexibility 

We  cannot  stress  enough  that  multistate  employer  plans  should  not  be 
subject  to  state-by-state  controls  on  their  health  plans.  Multistate 
employers  cannot  continue  providing  equitable  and  uniform  benefits  to 
their  employees  if  states  can  impose  their  own  requirements  on  their  plans. 

While  we  support  the  notion  of  allowing  states  to  retain  the  authority  to 
regulate  heallii  care  providers,  we  do  not  believe  this  idea  should  lead  to 
granting  states  new  authority  to  impose  a  single-payer  system  over  every 
aspect  of  the  health  care  system.  For  one  thing,  we  are  not  convinced  that 
the  additional  authority  a  state  gains  from  a  single-payer  declaration  is 
anything  more  than  the  authority  to  force  Corporate  Alliance  employees 
into  the  state  system.  Although  states  maintain  that  a  single-payer  system 
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would  enable  them  to  control  costs  through  direct  payment  of  providers,  in 
fact,  the  President's  plan  would  ah-eady  give  states  considerable  control 
over  providers  and  provider  reimbursement.  States  could  achieve  the  goals 
of  single-payer  proponents  even  without  the  single-payer  option. 

Since  health  care  is  inherently  local,  we  believe  it  is  appropriate  for  states 
to  oversee  the  health  care  delivery  system,  e.g.,  Ucensing  practitioners  or 
certifying  hospital  quality.  We  do  not  believe  it  is  appropriate  or 
constructive  for  each  state  to  have  unique  benefit  standards,  employer 
requirements,  data  reporting  forms,  or  financing  schemes. 

2)  Market  Structure  and  Alliance  Size 

We  believe  the  size  of  the  Regional  Alliance  should  be  greatly  reduced. 
Smaller  Regional  Alliances  would  enable  a  balanced  array  of  multiple 
purchasers  to  prevent  health  plan  concentration  and  foster  competition. 
Any  purchaser  who  dominates  the  market  in  a  region  will  be  able 
imilateraUy  to  guide  the  responses  of  sellers. 

Even  an  AUiance  serving  exclusively  individuals  and  small  firms  with  fewer 
the  100  employees  (assiuning  Medicaid  and  public  employees  were 
otherwise  provided  for)  would  cover  nearly  one-third  of  the  population 
overall  (see  Table  2).  Adding  Medicaid  would  raise  the  Alliance 
population  share  to  nearly  40%,  and  increasing  the  included  firm  size  to 
1,000  employees  would  raise  it  further  to  55%.  Reducing  the  size  of  the 
Regional  Alliance  creates  some  tough  questions  about  how  to  pool  the  risk 
of  various  populations,  which  we  are  willing  to  help  resolve. 

We  are  also  concerned  that  the  extensive  subsidies  associated  with  a  large 
Regional  Alliance  may  be  inadequately  financed  in  the  President's 
proposal,  creating  pressure  to  increase  assessments  on  Corporate  Alliances. 
Underfinancing  could  result  from  two  factors:  the  fold-in  of  a  revenue- 
starved  Medicaid  program,  and  subsidies  to  all  employers  to  reduce  their 
health  costs  to  7.9%  of  payroll  ~  below  today's  average  employer  cost. 
Alternatives  should  be  explored  to  finance  Medicaid  adequately  and 
reasonable  limits  should  be  placed  on  subsidies  to  medium  and  large 
employers  in  the  Regional  Alliance. 


3)  Corporate  Alliance  Requirements 

Failure  of  a  Corporate  Alliance  to  meet  requirements  of  the  Secretaiy  of 
Labor  or  to  adequately  control  costs  should  be  met  with  intermediate 
penalties,  incentives  to  comply,  and  an  adequate  period  to  bring  the 
Alliance  up  to  standard.  The  Secretary's  discretion  to  terminate  the 
Alliance  should  be  limited  to  repeated  compliance  failures,  lack  of  a  good 
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faith  effort  to  comply,  or  permanent  Alliance  insolvency.   Companies  that 
become  Corporate  Alliances  also  should  have  the  option  to  retain  this 
status  when  their  population  drops  below  the  threshold  level,  down  to  some 
practical  minimal  level. 

We  do  not  believe  premium  caps  are  either  necessary  or  constructive  for 
Corporate  Alhances.  First,  Corporate  AUiances,  as  both  payers  and 
AUiances,  would  already  have  the  bottom-line  incentive  to  hold  their  costs 
down.  Second,  Corporate  Alliances  would  be  in  a  new  environment  with 
uniform  benefit  standards,  expenditure  targets,  and  the  benchmark  of  a 
Regional  Alliance  with  a  7.9%  payroll  cap  on  employer  contributions. 
They  would  be  under  constant  pressure  to  demonstrate  greater  cost  control 
than  the  Regional  AUiances  to  justify  their  continued  operation  as  a 
Corporate  Alliance. 


CONCLUSION 

The  President's  proposal  overall  makes  a  serious  commitment  to  address  many  of 
the  problems  that  plague  our  health  care  delivery  system  and  drive  up  health  care  costs. 
There  are  major  aspects  of  the  proposal  that  would  be  helpful  to  us  as  health  plan 
sponsors  and  purchasers.  In  particular,  we  support  the  importance  of  an  employer 
obligation  to  finance  health  care  for  their  employees,  and  the  emphasis  on  more  cost- 
effective  delivery  of  care. 

Unfortunately,  the  way  the  Corporate  Alliance  option  is  structured  in  the 
proposal,  the  member  companies  of  the  Corporate  Health  Care  Coalition  do  not  believe 
they  would  be  able  to  operate  effectively  as  health  plan  sponsors  and  purchasers  were 
this  proposal  enacted  in  its  current  form. 

Ultimately,  this  Committee  and  other  Members  of  Congress  must  decide  whether 
they  want  large  corporations  to  continue  to  operate  as  organizers  of  health  plans  for 
their  employees  and  irmovators  of  strategies  to  improve  quality  and  reduce  cost.  If  the 
answer  is  yes,  then  the  rules  for  Corporate  Alliances  in  H.R.  3600  need  to  be  redrafted 
to  encourage  large  corporations  to  establish  them,  and  to  enable  them  to  continue  to 
operate  successfully  into  the  future  without  the  imminent  threat  of  terminatiorL  If  the 
answer  is  no,  then  this  bill  should  be  drafted  and  presented  to  the  American  public  as  a 
simple  single-payer  approach,  without  the  illusion  and  language  of  employer-based  health 
benefits  and  Corporate  Alliances  that  are  intended  to  disappear. 

The  ultimate  concern  for  all  of  us  is  our  employees.  We  believe  our  employees  as 
a  group  are  satisfied  with  and  value  highly  their  current  health  benefits.  Given  the 
choice  of  continuing  to  receive  these  benefits  through  company  plans  or  joining  large 
regional  alliances  serving  millions  of  people,  we  believe  our  employees  would 
overwhelmingly  choose  to  continue  what  they  currently  have.  It  will  be  difficult  to  justify 
to  them  terminating  their  high-quality  coverage  and  service  only  to  attempt  to  replicate 
this  coverage  through  large  public  programs. 
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TABLE  1 


Fierimatf.  of  nombcf  of  Americans  in  AIHances,  By  State 


State 

Alabama 
Alaska 


Califmiia 


Popolatkn  in 

408,700 
2,434,731 
1^18424 
22,717,739 


Percent  of  Populatioa 


693% 

66jS% 
75.4% 


Total 

4,152,693 
475,793 
3,536,022 
2,431,733 
30,140,000 


Colorado 

Conaecticut 

Delaware 

District  of  Cdnmbia 


2,264,445 

2,278,078 
421,023 
415,015 

8,901.486 


6&2% 
60.4% 
78.9% 
6JJB% 


3,301,898 
3338,667 
6963S3 
525,759 
13,120,000 


Georgia 
Hawaii 


4^)32,458 
829,879 
728^632 
8,010,592 
3,604368 


652% 
773% 
■705% 
68.2% 
€SA% 


6485,062 
1,073322 

I,  033,583 

II,  750,000 
5333,281 


Iowa 

Kansas 

Kentucky 


1,927347 
1,770,470 
2,492,734 
2,950,952 
886,712 


68.4% 
69.2% 
693% 
7Dj6% 
73.4% 


2,819317 
2359302 
3396,914 
4481,963 
1.208,016 


Maryland 

Massachusetts 

Michigan 

\GnnesoU 

Mississqipi 


3367317 
3,978347 
6,210320 
3,056434 
1,826364 


72.1% 
68.7% 
67D% 
69.9% 
683% 


4,668,497 
5.788,645 
9,265,961 
4370391 
2,672,263 


Missoori 
Mcwtana 
Nebraska 
Nevada 

New  Hampshire 


3372,448 
622,703 

1431326 
869,993 
763422 


673% 
76.8% 
704% 
713% 


4,993,067 
811,050 
1,614,753 
1,220,756 
1401  Tafi 


New  Jersey 
New  Mezioo 
New  York 
North  CaroGna 
North  Dakota 


S380484 
1473,CX3 
12,977,721 
4,257,764 
481,056 


77.1% 
727% 
653% 
792% 


7,738,067 
1321491 
17360,000 
6323454 
607,471 
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state 


Populatioo  ia 
Alliance 


Percent  of  Population 


Total 


Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode  Island 


7,475,986 
2,134,462 
2,117,144 
8,164,417 
655,477 


67^% 
68.1% 
713% 
673% 
692% 


11,070,000 
3,132370 
2,967,899 
12,130,000 
947,440 


South  Carolina 
South  Dakota 


Texas 
Utah 


2316,120 
506,719 
3,142,134 
11^251 
1,^952 


65.9% 
74.5% 
65.7% 


71.7% 


3412,930 
680204 
4,782,738 
16,770,000 
1,685,698 


Vermont 

419,556 

72.6% 

578,077 

Virginia 

4,097395 

693% 

5,893,634 

Washington 

3,566,755 

72.9% 

4,893273 

West  Virginia 

1239,827 

67  J% 

1,829,958 

Wisconsin 

3419,080 

71.0% 

4,953,968 

Wyoming  345,707  74.8%  461,987 

Total  173414,461  69.8%  248,700,000 
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Mr.  Waxman.  Ms.  Mazo? 

STATEMENT  OF  JUDY  MAZO 

Ms.  Mazo.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. I  am  Judy  Mazo  from  the  Segal  Company.  Robert 
Georgine,  who  is  the  chairman  of  the  National  Coordinating  Com- 
mittee for  Multi-Employer  Plans  was,  unfortunately,  at  the  last 
moment  unable  to  attend,  and  asked  me  as  one  of  the  technical  ad- 
visers to  the  group  to  appear  before  you  to  present  our  views. 

Very  briefly,  I  just  want  to  make  two  points.  One  is  to  say  how 
strongly  the  Coordinating  Committee  does  endorse  the  President's 
proposal  as  embodied  in  H.R.  3600  as  introduced.  In  particular,  we 
strongly  support  the  employer  mandate,  which  we  feel  is  essential 
both  to  eliminate  the  cost  shifting  that  is  creating  such  enormous 
pressures  on  our  plans  and  employers  that  do  pay  for  health  insur- 
ance and  to  avoid  the  unfair  competitive  disadvantage  that  our  con- 
tributing employers  have  been  suffering  under. 

Aside  from  that  I  would  like  to  say  that  we  very  strongly  appre- 
ciate the  administration's  acknowledgment  of  the  need  to  maintain 
flexibility  for  multi-employer  plans  to  continue  providing  the  kind 
of  specially  tailored  coverage  and  services  for  their  members  and 
participants  that  they  have  developed  over  the  40  or  so  years  of 
their  tradition. 

In  acknowledging  the  ability  and  creating  flexibility  for  those 
plans  to  serve  as  sponsors  of  corporate  alliances,  while  we  acknowl- 
edge that  there  are  a  number  of  impediments  and  problems  to 
maintain  the  corporate  alliances  effectively,  we  think  it  is  possible 
with  some  refinements  in  the  legislation. 

We  want  to  point  how  crucial  it  is  to  these  participants  to  main- 
tain the  kinds  of  plans  they  have  now.  Particularly,  for  example, 
there  are  many  multi-employer  plan  participants  who  would  not 
get,  who  would  lose  employer  paid  coverage  under  the  Health  Secu- 
rity Act  if  they  were  no  longer  able  to  be  represented  through  their 
multi-employer  plans.  This  is  because  the  proposed  law  would  re- 
quire employers  to  pay  a  premium,  a  full  premium  only  for  people 
who  work  for  any  given  employer  as  much  as  120  hours  a  month, 
and  even  a  partial  premium  only  if  the  person  works  as  much  as 
40  hours  a  month. 

This  is  reasonable  from  an  employer  recordkeeping  point  of  view, 
but  in  the  volatile  industries  where  many  multi-employer  plan  par- 
ticipants work,  such  as  construction  or  entertainment,  that  means 
many  people  who  in  effect  are  working  full-time,  but  may  not  work 
as  much  as  even  40  hours  a  month  for  a  given  employer,  would  get 
no  employer-paid  premium. 

An  actor  who  is  hired  to  work  for  a  day  or  two  doing  voice  over 
for  a  commercial  isn't  working  40  hours  for  that  producer.  In  fact, 
that  person  may  do  several  commercials  in  the  month,  if  they  are 
lucky,  but  never  work  as  much  as  40  hours  for  any  one  producer. 
That  person  probably  now  has  full  paid  coverage,  100  percent,  for 
himself  and  his  family  through  the  Screen  Actors  Guild  or  AFTRA. 
They  would  not  have  employer-paid  coverage  without  those  plans 
being  able  to  continue. 

And  so  it  is  that  kind  of — that  is  the  strongest  reason.  There  are 
many  other  features  where  this  is,  in  effect,  a  niche  where  we  feel 
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the  multi-employer  plans  need  to  continue  providing  those  services, 
and  we  are  very  glad  the  administration  has  acknowledged  that 
and  recognized  that  function. 
Thank  you. 

Mr.  Waxman.  Thank  you  very  much. 
[Testimony  resumes  on  p.  694.] 

[The  prepared  statement  of  the  National  Coordinating  Commit- 
tee for  Multiemployer  Plans  follows:] 
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STATEMENT  OF 

NATIONAL  COORDINATING  COMMITTEE  FOR  MULTIEMPLOYER  PLANS 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  Robert  A.  Georgine,  Chairman 
of  the  National  Coordinating  Committee  for  Multiemployer  Plans.  The  Coordinating 
Committee,  also  often  referred  to  as  the  NCCMP,  was  formed  shortly  after  the  enactment  of 
ERISA  to  present,  explain  and  protect  the  interests  of  jointly-managed  multiemployer  pension, 
health  and  welfare  benefit  plans  in  the  development  of  federal  policy  affecting  those  plans  and, 
most  importantly,  the  millions  of  American  workers  and  families  for  whose  benefit 
multiemployer  plans  operate.  I  am  pleased  to  appear  before  you  today  to  talk  about 
multiemployer  plans'  interest  in  a  federal  policy  initiative  whose  importance  to  the  benefit  plan 
community  could  end  up  eclipsing  even  ERISA:  national  health  care  reform. 

Last  month  you  received  testimony  from  me  in  my  capacity  as  President  of  the  Building 
and  Construction  Trades  Department  of  the  AFL-CIO,  laying  out  in  some  detail  how 
multiemployer  plans  operate,  and  what  their  objectives  are,  generally,  for  national  health  reform. 
Today  I  want  to  turn  more  specifically  to  the  President's  proposal,  as  embodied  in  H.R.  3600, 
and  to  talk  about  how  multiemployer  plans  both  within  and  outside  of  the  construction  industry 
are  reacting  to  it  generally. 

I  am  pleased  to  report  to  you  that  the  Coordinating  Committee  warmly  supports  the 
President's  proposal.  Of  all  of  the  reform  approaches  that  have  been  suggested  or  offered,  the 
Health  Security  Act  appears  to  us  most  likely  to  achieve  the  health  care  objectives  that 
multiemployer  plans  are  seeking:  universal  coverage  at  reasonable  cost,  without  compromising 
the  quality  of  care  that  individuals  receive.  Now  that  the  President's  program  has  been  reduced 
to  legislative  language,  we  have  been  able  to  confirm  that  it  does  create  positive  opportunities 
for  multiemployer  plans  to  protect  and  advance  the  interests  of  their  participants  as  the  nation 
moves  toward  those  widely-embraced  goals. 

I.  General  Issues 

I  would  like  to  start  by  discussing  a  few  key  issues  raised  by  the  President's  proposal  that 
we  feel  merit  special  attention. 
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Universal  Coverage 

We  believe  that  this  country  can  and  should  guarantee  universal  health  coverage  for  all 
of  its  citizens.  Every  American  should  know  that  he  or  she  will  receive  appropriate  health  care 
when  it  is  needed  ~  including  prevaitive  care,  givwi  before  more  drastic  and  more  expensive 
crisis  care  is  needed.  That,  we  believe,  is  a  basic  value  for  a  civilized  society.  It  was  the 
commitment  to  that  principle  that  moved  unions  and  employers  to  adopt  multiemployer  health 
and  welfare  plans  in  the  first  place,  so  that  union-rq>resented  workers  in  the  industries 
supporting  the  plans  could  be  guaranteed  that  they  and  their  families  would  have  health  coverage 
even  as  the  employees  go  from  job  to  job,  and  even  though  many  of  their  employers  might  be 
too  small  to  provide  good  health  coverage  economically. 

Building  on  our  country's  time-honored  system  of  employment-based  benefits,  we  agree 
with  the  President  that  requiring  all  employers  to  pay  for  most  of  the  cost  of  covering  their 
employees  is  the  most  realistic,  and  certainly  the  fairest,  way  to  assure  the  achievement  of 
universal  coverage  within  the  time  frame  needed  for  action  on  health  care  reform. 

This  leads  to  our  "selfish"  reasons  for  supporting  universal  coverage  through  an  employer 
mandate:  it  will  level  the  competitive  playing  field  for  employers  that  live  up  to  their  social 
responsibilities  and  provide  health  coverage  for  their  work  forces. 

Much  criticism  of  the  President's  program  has  focused  on  the  potential  impact  on 
employers  that  do  not  now  provide  health  coverage  for  their  employees.  To  us  that  is  the  wrong 
perspective.  We  look  at  the  proposal  for  what  it  would  do  for  employers  that  are  now 
providing  health  coverage,  particularly  through  multiemployer  plans.  And  for  those  companies, 
the  Presidrat's  proposed  employer  mandate  is  good  news. 

While  most  multiemployer  plans,  albeit  struggling  mightily,  have  generally  been  able  to 
keep  health  coverage  in  place  for  most  of  their  participants  and  their  families,  the  existing  gaps 
in  health  coverage  in  our  population  have  taken  their  toll.  The  primary  villain  is  cost  shifting. 
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You  know  what  this  is  about:  people  without  health  coverage  receive  health  services,  usually 
when  they  are  at  a  crisis  and  often  at  emergency  rooms,  which  is  the  worst  point  for  them 
personally  and  for  the  economics  of  the  system  generally.  To  recoup  their  losses  on  those 
unpaid  bills,  hospitals  and  other  health  care  providers  increase  charges  to  multiemployer  plans 
and  others  that  pay  their  bills. 

To  add  insult  to  injury,  some  of  the  unpaid  health  care  bills  that  have  shown  up  in 
charges  to  our  plans  have  been  for  services  to  people  working  for  companies  that  compete  with 
our  contributing  employers,  which  have  been  able  to  undercut  them  competitively  by  refusing 
to  provide  benefits  for  their  employees. 

So  we  see  the  employer  mandate  in  the  Health  Security  Act  as  a  welcome  answer  to  our 
need,  as  responsible  payers  for  health  care,  for  relief  from  this  aspect  of  the  uncompensated-care 
cost  burden.  And,  to  the  extent  that  the  law  requires  all  employers  to  contribute  on  an  equal 
basis  toward  their  employees'  health  coverage,  it  would  correct  the  current  unfair  bias  against 
the  good,  responsible  employers  who  pay  their  fair  share  of  the  nation's  health  care  bills  by 
contributing  to  multiemployer  health  plans. 

Comprehensive  Benefits. 

To  give  meaning  to  the  guarantee  of  universal  health  coverage,  the  President's  program 
spells  out  a  detailed  schedule  of  comprehensive  benefits  that  would  have  to  be  provided. 
Whether  those  are  all  of  the  "right"  benefits,  and  whether  the  detail  with  which  they  are  covered 
leaves  adequate  room  for  responsible  plan  management  through  innovative  design,  are  technical 
details  that  will,  we  are  sure,  be  explored  thoroughly  in  the  coming  months.  It  is  worthwhile 
to  point  out  here  how  important  it  is  that  the  right  to  health  care  that  Americans  will  be 
promised  be  a  meaningful  one  that  preserves  the  kind  of  health  care  safety  net  many  families 
covered  by  multiemployer  plans  now  enjoy.  Cutting  the  benefit  package  back  to  a  bare-bones 
level  would,  we  fear,  deny  promising,  often  cost-beneficial  health  care  options  to  many  middle 
and  working  class  families  if  their  health  insurance  does  not  make  it  possible  for  them  to  pay, 


686 


for  instance,  for  ouQ)atient  prescription  drug  ther^y  or  early  intervention  at  the  onset  of  a  health 
problem. 

For  these  reasons  we  urge  you  to  resist  the  pressures  that  will  doubtless  be  brought  to 
bear  to  strip  out  much  of  what  the  President  has  proposed  for  the  comprehensive  package.  If 
it  is  necessary  to  economize  on  health  care  reform,  the  savings  should  not  come  from  dropping 
protections  needed  by  America's  families. 

Tax  Favored  Benefits. 

We  believe  that  health  coverage  can  only  be  kept  affordable  for  our  plans'  participants 
if  it  continues  to  be  tax  deductible  for  their  employers,  and  tax  exempt  to  them.  We  cannot 
understand  the  logic  of  those  who  say  that  American  workers  will  become  better  or  more 
sophisticated  at  "shopping"  for  health  care  if  the  price  of  their  health  plan  coverage  is  increased, 
which  is  all  that  a  tax  on  benefits  would  do.  If  that  reasoning  were  correct,  the  experience  with 
health  care  inflation  over  the  last  decade  or  so  would  have  solved  the  problem  for  us. 

What  we  fear  is  that  taxing  health  coverage  would  lead  to  a  drop  in  the  quality  and  depth 
of  health  coverage,  particularly  for  the  kinds  of  working  and  middle  class  families  that  our  plans 
cover,  and  ultimately  to  a  two-tier  system  of  health  care.  We  do  not  want  to  see  an  America 
in  which  our  outstanding  medical  institutions  are  reserved  for  the  rich  of  all  nations,  while  most 
Americans  are  relegated  to  cut-rate  clinics. 

Proponents  of  taxing  workers  on  their  health  benefits  treat  medical  care  as  if  it  were  a 
luxury  item,  like  a  yacht  or  a  beach  house.  They  seek,  in  effect,  to  punish  workers  who  have 
earned  health  benefits  coverage  above  a  certain  level.  We  reject  this  view.  Health  benefits 
coverage  is  not  a  luxury.  It  is  a  necessity  -  for  personal  health  and  financial  security,  as  well 
as  for  the  Nation's  Welfare.  Workers  who  do  not  have  comprehensive  health  care  will  not  be 
productive  over  the  long  run.  The  United  States  cannot  meet  the  global  competition  with  a 
workforce  whose  health  care  needs  are  not  being  met.  Instead  of  restricting  health  benefits 
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coverage  through  taxation,  the  Government  should  be  raising  the  level  of  health  coverage  for 
all  workers. 

Frankly,  the  President's  plan  does  not  give  us  all  we  want  in  this  regard.  Starting  in 
2004,  employees  would  have  to  pay  tax  on  employer-paid  benefits  that  are  not  in  the  statutory 
comprehensive  package.  This  will,  of  course,  be  less  of  a  problem  if,  as  we  urge,  the 
comprehensive  package  remains  as  broad  as  the  President  is  now  proposing.  If  vital  elements 
of  are  dropped  from  that  package  so  that  working  families  will  not  have  complete  health  care 
protection  without  larger  employer-paid  supplements,  taxing  that  supplemental  coverage  could 
cause  real  hardship. 

Beyond  this,  however,  we  urge  you  to  reject  proposals  to  cut  the  favorable  tax  treatment 
for  health  coverage  back  even  further  than  the  President  has  suggested.  The  Health  Security  Act 
would,  for  example,  enable  multiemployer  plans  to  continue  paying  100%  of  the  premium  for 
ail  of  their  participants  and  their  families  without  creating  tax  liabilities  for  them.  Aside  from 
benefiting  those  families  directly,  this  is  likely  to  save  at  least  as  much  as  it  would  cost  in 
administrative  complexity,  which  is  a  prime  threat  in  any  scheme  to  measure  and  tax  something 
as  variegated  as  health  coverage. 

But  our  concern  with  proposals  to  tax  health  coverage  beyond  a  set  minimum  stems  from 
a  much  simpler  source:  it  would  mean  that  many  multiemployer  plan  participants  would,  at  least 
in  the  short  term,  suffer  a  net  cutback  in  benefits  as  the  result  of  the  enactment  of  national  health 
reform.  That  is  not  acceptable  to  us,  as  their  representatives.  We  suggest  that  it  should  not  be 
acceptable  to  you,  as  responsible  national  leaders,  either,  because  no  national  health  care  reform 
is  likely  to  succeed  unless  the  general  public  recognizes  it  as  an  improvement  for  them.  That 
will  not  be  the  reaction  of  multiemployer  plan  participants  and  other  workers  if,  for  the 
immediate  future,  national  health  reform  from  their  perspective  means  little  more  than  a  tax 
increase. 
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n.  The  Role  of  MuHianployer  Plans 

The  NCCMP  particularly  applauds  the  President  and  his  national  health  reform  team  for 
acknowledging  and  accommodating  the  special  role  that  multiemployer  plans  can  and  should  play 
in  a  reformed  national  health  care  system  on  behalf  of  their  participants.  The  preservation  of 
multiemployer  funds  under  the  reformed  system  is  consistent  with  the  President's  policy  of  not 
leaving  workers  worse  off.  And,  it  makes  sense  not  to  unnecessarily  upset  a  health  benefits 
structure  that  works  and  so  closely  resembles  the  pooling  structures,  or  alliances,  which  the 
President's  bill  would  create. 

The  prime  distinction  of  multiemployer  plans  is  that  they  provide  continuous  health 
coverage  to  workers  as  they  change  jobs,  moving  from  one  contributing  employer  to  another. 
In  effect,  all  of  the  contributing  employers  are  treated  as  a  single  employment  unit,  who 
typically  contribute  at  uniform  rates  to  provide  a  common  package  of  health  benefits  to  the 
covered  workers  and  their  families.  This  portability  or  seamless  coverage  is  essential  for 
workers  in  mobile,  seasonal  industries  like  building  and  construction,  entertainment,  and 
longshore. 

For  these  workers,  the  multiemployer  plan  serves  as  a  central  source  of  health  coverage 
and  a  central  repository  for  the  employer  contributions  that  pay  for  the  coverage.  Without  this 
pooling  mechanism,  health  coverage  would  not  be  feasible  for  many  of  them. 

The  pooling  function  of  the  multiemployer  plans  is  crucial  not  only  because  of  the 
transient  nature  of  many  of  their  participants'  employment,  but  also  because  the  small  employers 
for  whom  most  of  them  work  could  not,  or  would  not,  maintain  separate  health  plans.  The 
multiemployer  plans  enjoy  economies  of  scale  in  administration  and  combined  purchasing  power 
not  available  to  the  individual  contributing  employers. 

The  plans'  joint  labor-management  boards  of  trustees,  working  with  professional  staff  and 
advisors,  are  responsible  for  plan  design  and  adnunistration,  including  collecting  the  required 
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employer  contributions  and  managing  the  reserves.  Participating  employers  have  to  do  little 
more  than  pay  the'contributions  when  they  are  due,  with  verifying  information.  The  trustees 
use  the  pool  of  collectively-bargained  contributions  and  the  pool  of  covered  workers  and  families 
to  negotiate  better  terms  with  insurers  and  health  service  providers  than  the  participating 
employers  could  achieve  on  their  own. 

Thus  the  parallels  between  multiemployer  plans  and  those  of  Health  Alliances  under  the 
Health  Security  Act  are  striking.  In  effect,  the  Act  proposes  to  extend  the  multiemployer  plan 
concept  to  the  population  at  large.  In  so  doing,  however,  the  drafters  have  been  wise  enough 
not  to  destroy  the  original  model.  In  effect,  the  Administration  recognizes  that  our  plans  have 
come  up  with  answers  that  work,  so  its  proposal  takes  steps  to  let  our  good  work  continue.  We 
appreciate  that,  of  course,  and  urge  you  to  support  that  recommendation. 

In  our  view,  making  it  possible  for  multiemployer  health  plans  to  continue  serving  their 
participants  within  a  reformed  national  health  care  system  could  be  an  important  way  of  helping 
to  preserve  the  quality  of  care  and  service  that  those  families  receive.  But  multiemployer  plans 
will  be  needed  to  play  an  even  more  crucial:  to  protect  their  participants'  right  to  employer-paid 
health  coverage. 

For  technical  reasons,  some  multiemployer  plan  participants  could  slip  through  gaps  in 
the  proposed  statutory  requirement  that  employers  help  pay  for  health  coverage  for  all  of  their 
employees.  That  is  because  the  law  would  only  require  a  full  employer  premium  payment  for 
an  employee  who  is  considered  "full  time",  which  generally  would  mean  someone  who  works 
for  that  company  at  least  120  hours  a  month,  and  it  would  not  require  an  employer  to  contribute 
anything  for  someone  whom  it  employs  for  less  than  40  hours  a  month.  In  other  words, 
employers  would  be  required  to  pay  as  little  as  one-third  of  a  monthly  premium  for  a  part-time 
worker,  but  nothing  smaller.  This  is  not  necessarily  unreasonable,  in  light  of  the  paperwork 
needed  to  determine,  make,  account  for  and  enforce  the  statutory  premium  payment  obligation. 
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The  problem  is  that  in  many  industries  where  multiemployer  plans  predominate,  such  as 
construction  or  entertainmrat,  employees  may  move  from  job  to  job  so  frequently  that  they 
rarely  would  be  considered  fiiU  time  with  any  one  company.  Many  of  them  may  not  even  meet 
the  part-time  test  of  40  hours  a  month  per  employer  very  often,  even  though  they  are  in  fact 
fiilly  employed,  or  close  to  it.  Related  to  this  is  the  fact  that  many  multiemployer  plan 
participants  may  work  much  more  than  a  standard  full-time  week  for  part  of  the  year,  with  the 
level  of  available  work  dropping  drastically  at  other  times.  Under  the  Health  Security  Act,  and 
without  a  multiemployer  plan  to  intervene,  for  much  of  the  time  these  people  would  not  be 
entitled  to  employer  contributions  toward  their  health  insurance.  Although  they  and  their 
families  now  have  full  employer-paid  health  coverage  through  their  multiemployer  plans,  under 
health  care  reform  they  would  have  to  pay  for  it  themselves,  with  government  aid  if  they  apply 
for  it  and  their  family  income  is  low  enough  to  qualify. 

This  of  course  is  die  very  problem  that  multiemployer  plans  were  invented  to  solve. 
Happily,  the  Health  Security  Act  enables  them  to  continue  meeting  these  and  other  special  needs 
of  their  participants,  by  offering  them  several  alternative  ways  to  continue  to  offer  meaningful 
services  to  the  people  they  are  now  covering. 

Multiemployer  Corporate  Alliance.  One  way  that  some  multiemployer  plans  could 
function  would  be  by  sponsoring  a  Corporate  Alliance  through  which  their  participants  and  their 
families  continue  to  obtain  basic  health  coverage.  Multiemployer  plans  that  do  not  currently 
cover  5,000  active  participants  could,  under  H.R.  3600,  band  together  with  related  plans  to  meet 
that  size  threshold  in  order  to  qualify  for  Corporate  Alliance  status. 

Most  multiemployer  plans  offer  benefits  that  are  similar,  although  not  identical,  to  the 
statutory  comprehensive  benefit  package.  Many  offer  at  least  one  HMO  option,  in  addition  to 
the  fund's  basic  fee-for-service  plan.  Plan  eligibility  requiremoits  would  have  to  be  modified 
somewhat,  as  almost  all  multiemployer  plans  build  in  a  waiting  period  for  coverage,  which  gives 
the  plans  time  to  obtain  reliable  data  on  people  working  in  covered  service  from  their  employers. 
But  in  the  main  multiemployer  plan  designs  would  not  have  to  be  dramatically  changed,  to  fit 
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what  would  need  to  be  offered  through  a  Corporate  Alliance.  More  importantly,  since  almost 
all  multiemployer  plans  now  provide  100%  employer-paid  coverage  for  eligible  employees  and 
their  families,  plan  funding  arrangements  generally  would  not  need  major  changes  in  order  to 
be  sure  of  meeting  the  law's  new  minimum  requirements.  Seamless  health  coverage  for 
multiemployer  plan  participants  would  remain  in  place. 

A  bigger  challenge  will  be  to  manage  the  plans  offered  through  the  Corporate  Alliance 
effectively  enough  to  maintain  the  costs  at  levels  competitive  with  what  similar  coverage  would 
cost  if  obtained  through  the  Regional  Alliance  system.  But  that  is  a  challenge  we  welcome, 
because  it  would  mean  that  national  health  reform  is  succeeding  in  making  good  health  care 
available  at  more  manageable  cost  than  what  we  in  the  private  sector  have  been  able  to  achieve 
on  our  own. 

Multiemployer  Plan  Within  a  Regional  Alliance.  The  proposed  Health  Security  Act  also 
enable  multiemployer  plans  to  elect  to  serve  as  the  employer  for  their  participants,  within  a 
Regional  Alliance  through  which  the  participants  and  their  families  would  be  covered.  That  is, 
the  multiemployer  plans  would  not,  as  in  a  Corporate  Alliance,  be  responsible  for  managing  the 
delivery  of  basic  health  coverage.  Instead  they  would  handle  the  employee-enrollment  and 
premium-paying  functions  on  behalf  of  their  contributing  employers. 

As  at  present,  with  the  multiemployer  plan  serving  as  the  vehicle  for  its  participants' 
coverage  through  the  Health  Alliance,  all  service  for  contributing  employers  would  be  treated 
as  service  with  a  single  employer.  Using  the  multiemployer  plan  as  the  umbrella  mechanism 
for  determining  their  employment  status  would  also  ease  administrative  and  billing  procedures 
for  the  Regional  Alliance.  It  might  also  make  it  easier  to  coordinate  any  supplemental  and 
related  welfare  benefits  that  employees  receive  from  their  multiemployer  plans,  such  as  life 
insurance  and  short-term  disability  coverage,  with  the  basic  health  coverages  delivered  through 
the  Regional  Alliance  plans. 
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In  general,  employees  enrolled  for  health  coverage  through  a  multiemployer  plan  would 
have  at  least  the  same  protections  and  opportunities  as  other  employees.  The  multiemployer  plan 
might  also  assist  its  participants  in  dealing  with  the  Regional  Alliances  and  the  health  plans  in 
which  they  enroll  (e.g..  claims  disputes,  support  in  seeking  authorization  for  particular  services 
or  explaining  why  they  are  not  authorized,  communications  about  plan  content  and  selection, 
problems  with  providers).  This  educational/ombudsman  role  should  not  only  smooth  the 
participants'  path  through  the  new  health  care  structure,  but  it  could  also  make  the 
multiemployer  plan  a  useful  channel  for  employee  communications  on  such  matters  as  health 
promotion,  wellness  programs,  evaluating  providers,  etc.,  which  might  be  initiated  either  by  the 
plan  or  by  the  Alliance. 

Supplemental  Benefits  Only.  The  sponsors  of  other  multiemployer  plans  might  decide 
that  it  is  simpler  and  more  cost-effective  for  the  plan  to  withdraw  from  the  arena  of  providing 
and  funding  basic  health  coverage.  This  is  most  likely  in  industries  where  there  is  a  common 
pattern  of  relatively  stable  employment  so  that  workers  would  generally  work  for  one  company 
long  enough  to  qualify  for  employer-paid  coverage  under  the  terms  of  the  law.  The  bargaining 
parties  might  choose  to  rely  on  the  mechanisms  set  up  by  the  law  to  assure  proper  treatment  for 
workers  generally,  focusing  their  energies  and  resources  on  other  benefits  ~  including 
supplemental  health  and  welfare  benefits  ~  or  on  other  features  of  the  employment  relationship. 
This  is  how  multiemployer  plans  operate  quite  successfully  in  Canada.  I  am  glad  that  the 
Presidait's  proposed  Health  Security  Act  makes  this  alternative,  as  well  as  the  more  activist 
^proaches,  fiilly  available  to  the  sponsors  and  trustees  of  multiemployer  health  and  welfare 
funds. 

m.  Next  Steps 

Our  endorsemCTt  of  the  program  for  multiemployer  plans  within  national  health  care 
reform  as  spelled  out  in  H.R.  3600  does  not  mean  that  we  think  the  job  of  statutory  refinement 
is  complete.  Our  professional  staff  is  continuing  to  review  the  proposed  statutory  language  and 
design,  to  identify  areas  where  further  clarification  or  modifications  would  make  the  scheme 
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operate  more  smoothly.  One  area  that  we  are  in  the  process  of  reviewing  closely,  for  example, 
relates  to  how,  preieisely,  a  multiemployer  plan  would  function  within  a  Regional  Alliance.  We 
are  also  looking  at  whether  the  tools  available  to  multiemployer  plans  to  collect  employer 
contributions  would  need  to  be  strengthened.  I  am  sure  that  other  technical  matters  will  come 
to  our  attention  as  our  staff  combs  the  voluminous  proposed  legislation. 

Mr.  Chairman,  I  would  welcome  the  opportunity  to  have  our  technical  specialists  sit 
down  with  your  staff,  as  soon  as  they  are  able,  to  go  over  these  items  and  devise  workable 
solutions  to  them,  so  that  together  we  can  move  this  important  legislation  toward  an  early 
enactment. 

Mr.  Chairman,  Members  of  the  Subcommittee,  I  would  be  happy  to  take  any  questions 
you  may  have  for  me. 
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Mr.  Waxman.  Mr.  Williams? 

STATEMENT  OF  ANTHONY  C.  WILLIAMS 

Mr.  Williams.  Mr.  Chairman,  my  name  is  Tony  Williams.  I  am 
the  Director  of  the  Retirement,  Safety  and  Insurance  Department 
for  the  National  Rural  Electric  Cooperative  Association.  I  am  very 
pleased  to  have  the  opportunity  to  testify  this  afternoon. 

We  applaud  President  Clinton's  commitment  to  reforming  the 
health  care  delivery  and  financing  system,  and  we  believe  the  ad- 
ministration's proposal  is  a  vital  first  step  in  addressing  the  prob- 
lems that  exist  in  this  critical  area. 

Before  turning  to  the  subject  of  today's  testimony,  however,  I 
would  like  to  just  briefly  digress.  We  believe  that  the  biggest  chal- 
lenge facing  the  Congress  and  the  administration  with  respect  to 
health  care  reform  is  how  to  make  it  work  in  rural  areas.  Rural 
areas  share  all  the  problems  encountered  in  urban  areas,  but  in  ad- 
dition to  that  they  face  even  bigger  problems  of  inadequate  re- 
sources, inadequate  infrastructure  and  personnel  to  provide  medi- 
cal care.  We  urge  Congress  and  the  administration  to  continue  to 
seek  ways  of  solving  these  critical  problems,  and  in  that  respect  we 
pledge  our  assistance  based  on  our  experience  in  rural  areas. 

Back  to  the  issue  at  hand.  We  agree  with  the  administration  that 
there  should  be  corporate  health  alliances.  We  believe  this  for  three 
reasons. 

First  of  all,  the  employer  has  a  far  greater  interest  in  the  health, 
the  moral  and  the  productivity  of  his  employees  and  of  the  State 
certified  health  plan  or  State-established  regional  alliance. 

Second,  an  employer  knows  his  employees  better  than  any  unre- 
lated third  party  and  is  better  suited  to  design  a  plan  to  meet  their 
needs. 

Third,  we  believe  that  any  health  care  plan  should  encourage  es- 
tablishing wellness  and  life-style  programs  and  other  innovations 
to  control  cost,  and  we  believe  that  this  is  best  accomplished  by 
those  who  will  benefit  directly  from  these  programs  and  that  would 
be,  namely,  the  employer. 

A  sense  of  our  ability,  the  rural  electrics'  ability  to  establish  cor- 
porate health  alliance  option  is  tempered  by  the  severe  disincen- 
tives included  in  the  administrative  proposal — the  administration's 
proposal.  There  are  significant  Federal  subsidies  applicable  to  re- 
gional alliance  employees  which  are  not  available  to  corporate  alli- 
ance employers.  Health  care  premium  pa3niients  for  regional  alli- 
ance employers  are  capped  and  Federal  Government  subsidies  for 
any  shortfall  are  available  in  contrast  to  employers  operating  cor- 
porate health  alliances  are  subject  to  no  cap  and  no  Federal  sub- 
sidy. 

Originally,  all  corporate  alliance  employers  were  subject  to  a  tax 
equal  to  1  percent  of  pa3n:oll.  This  provision  has  now  been  changed 
to  exempt  multi-employer  corporate  alliances.  In  contrast,  regional 
health  alliance  employers  are  directly  assessed  an  amount  gen- 
erally equal  to  1.5  percent  of  health  premiums. 

I  would  like  to  raise  one  particular  issue  that  is  specific  to  rural 
electric  cooperative  health  alliances.  Our  alliances,  unlike  most 
health  alliances,  would  be  made  up  of  a  number  of  small  employers 
who  would  otherwise  be  available  for  Federal  subsidies.  We  believe 
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that  an  unfair  playing  field  would  significantly  disadvantage  our 
members  and  their  employees. 

As  a  general  matter,  we  believe  all  disincentives  with  respect  to 
corporate  health  alliances  should  be  eliminated.  Employers  cur- 
rently play  and  will  continue  to  play  an  important  role  in  the 
health  care  system,  and  their  operation  should  not  be  hindered  by 
the  unequal  treatment  accorded  to  corporate  health  alliances. 

We  reiterate  our  willingness  to  work  with  the  committee  in  any- 
way possible  to  modify  the  administration's  proposal  and  to  create 
a  level  plajdng  field  that  would  permit  employers  acting  as  cor- 
porate health  alliances  to  design  and  administer  health  plans  for 
their  employees. 

Thank  you. 

[The  pepared  statement  of  Mr.  Williams  follows:] 
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  STATEMENT  OF 

NATIONAL  RURAL  ELECTRIC  COOPERATIVE  ASSOCIATION 

Introduction 

Mr.  Chairman,  my  name  is  Anthony  C.  Williams  and  I  am  the  Director  of  the 
Retirement,  Safety,  and  Insurance  Department  for  the  National  Rural  Electric  Cooperative 
Association  ("NRECA").  We  are  pleased  to  have  tiiis  opportunity  to  share  our  comments 
regarding  the  treatment  and  operation  of  corporate  alliances,  as  described  in  the  Administiration's 
healtii  reform  proposal. 


NRECA  is  tiie  national  service  organization  of  the  approximately  1,000  rural  electric 

service  systems  operating  in  46  states.  These  systems  serve  over  25  million  farm  and  rural  I 

individuals  in  2,600  of  our  nation's  3, 100  counties.  Various  programs  administered  by  NRECA  ' 

provide  pension  and  welfare  benefits  to  over  125,000  rural  electric  employees,  dependents,  | 
directors,  and  consumer  memb^  in  those  localities. 

NRECA  has  for  many  years  been  deeply  interested  in  health  care  policy.  In  this  regard,  I 
NRECA  has  sponsored  studies  such  as  "Health  Care  Needs,  Resources  and  Access  in  Rural 

America",  "The  NRECA  Survey  of  Health  Coverage  in  Smaller  Firms",  "The  NRECA  Plans  | 
and  the  Minimum  Health  Benefit",  and  "Managed  Care  Plans  in  Rural  America".  NRECA  is 
currenUy  updating  "Health  Care  Needs,  Resources  and  Access  in  Rural  America",  for 

distribution  in  late  January  or  early  Fd)niary  of  1994.  j 

i 

Our  studies  of  health  care  financing  and  delivery  systems  in  rural  areas  have  given  us  an  I 

appreciation  for  the  complexity  of  these  issues.  We  recognize  that  we  are  still  learning  about  I 

health  care  reform  and  the  possible  means  of  transforming  our  current  health  care  system.  We  | 

also  are  still  learning  from  NRECA  members  about  their  views  on  these  important  issues.  | 

Accordingly,  we  anticipate  modifying  and  refining  our  views  as  the  reform  process  moves  j 

forward.  | 

We  applaud  President  Clinton's  commitment  to  reforming  the  health  care  delivery  and  \ 
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financing  system.  The  Administration's  proposal  is  a  vital  first  step  in  addressing  the  problems 
that  exist  in  this  critical  area. 

Corporate  Alliances  -  In  General 

We  are  testifying  here  today  regarding  NRECA's  reaction  to  the  idea  of  corporate 
alliances  as  set  forth  in  the  Administration's  proposal.  Before  turning  to  that  subject,  however, 
we  would  like  to  digress  briefly.  Perhaps  the  greatest  challenge  facing  Congress  and  the 
Administration  with  respect  to  health  care  reform  is  how  to  make  reform  work  in  rural  areas. 
Rural  areas  share  the  problems  encountered  by  urban  areas  but  in  addition  face  even  bigger 
problems:  inadequate  resources,  infrastructure,  and  personnel  to  provide  medical  care.  We  urge 
Congress  and  the  Administration  to  continue  to  seek  ways  of  solving  these  critical  problems. 
In  that  respect,  we  pledge  our  assistance  based  on  our  experience  in  rural  areas. 

With  respect  to  the  issue  for  today,  Lfit,  corporate  alliances,  a  brief  description  of  the 
corporate  alliance  concept  is  appropriate  as  an  introduction  to  a  discussion  of  our  reaction. 
Under  the  Administration's  proposal,  in  general,  employers  and  individuals  purchase  health 
coverage  from  state-certified  health  plans  offered  through  regional  alliances.  A  regional  alliance 
is  an  entity  established  by  the  state  to  serve  as  an  intermediary  between  the  health  plans,  on  the 
one  hand,  and  the  employers  and  individual  insureds  on  the  other  hand. 

There  is  an  exception  from  this  general  structure  for  corporate  alliances.  Generally,  there 
are  three  types  of  entities  eligible  to  be  a  corporate  alliance:  a  large  employer  with  over  5,000 
full-time  employees,  a  multiemployer  plan  with  over  5,000  active  participants,  or  a  group  of 
rural  electric  or  tel^hone  cooperatives  that  provide  health  coverage  to  over  5,000  full-time 
employees.  If  such  an  entity  elects  to  be  a  corporate  alliance,  the  regional  alliance  system  does 
not  apply  to  the  entity's  full-time  employees.  Instead,  the  corporate  alliance  becomes 
responsible  for  the  health  coverage  of  such  employees.  The  corporate  alliance  may  design  its 
own  self-insured  health  plans  or  contract  directly  with  one  or  more  state-certified  health  plans. 
Thus,  briefly  stated,  the  corporate  alliance  system  provides  an  employer  with  far  more  control 


698 


-5-  ' 

over  the  design  and  administration  of  the  health  plans  provided  to  its  employees  than  does  the 
regional  alliance  system. 

Should  Corporate  Alliances  Exist? 

The  fundamental  question  is  whether  corporate  alliances  should  exist  or  whether  the 
regional  alliance  system  should  be  exclusive.  We  agree  with  the  Administration  that  there 
should  be  corporate  alliances.  The  basic  reason  for  this  belief  is  simple.  An  employer  has  a 
far  greater  interest  in  the  health,  morale,  and  productivity  of  its  employees  than  does  a  state- 
certified  health  plan  or  a  state-established  regional  alliance.  Accordingly,  it  is  only  logical  that 
the  employer,  and  not  some  unrelated  third  party,  would  be  the  most  responsive  to  the  needs  of 
the  employer's  employees  in  designing  and  administering  a  health  plan. 

More  specifically,  an  employer  knows  its  employees  better  than  any  unrelated  third  party 
and  thus  is  best-suited  to  design  a  plan  to  meet  their  needs.  An  employer's  knowledge  of  its 
workforce  is  also  important  in  shaping  the  most  appropriate  system  of  health  plan  administration. 
Moreover,  an  employer's  intoest  in  its  employees'  morale  will  result  in  a  more  responsive 
administrative  system. 

In  addition,  we  believe  that  the  nation's  health  care  system  should  encourage  the 
establishment  of  wellness  programs  and  other  means  of  improving  health.  The  system  should 
also  encourage  innovation  in  all  areas  including  cost-containm»it  and  quality  of  care.  The 
corporate  alliance  system  creates  tremendous  incentives  for  such  innovations  and  improvements 
by  putting  control  of  the  system  in  the  hands  of  those  who  will  benefit  the  most  from 
improvements:  the  employer  and  its  employees.  Putting  control  in  the  hands  of  distant  third 
parties  can  only  slow  the  rate  of  improvement  in  health  plans. 

We  at  NRECA  want  the  best  health  care  for  our  members  and  their  employees,  and  we 
want  it  at  an  a£fordable  price.  It  is  in  our  interest  to  strive  for  those  goals.  The  state-certified 
health  plans  and  state-established  regional  alliances  have  £ar  less  incentive  to  make  the  same 
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effort.  Accordingly,  we  strongly  support  the  Administration's  proposal  to  allow  us  to  form  our 
own  corporate  alliance. 

Corporate  Alliance  Disincentives 

Our  sense  of  our  ability  to  exercise  the  corporate  alliance  option  is,  however,  tempered 
by  the  severe  disincentives  included  in  the  Administration's  proposal.  Unequal  treatment 
between  regional  and  corporate  alliance  status  is  evident  in  a  variety  of  provisions.  There  are 
six  specific  areas  that  we  would  like  to  discuss  to  illustrate  our  point. 

Employer-level  caps:  In  general,  under  the  Administration's  proposal,  employers  are 
required  to  pay,  on  behalf  of  their  employees,  80%  of  the  average  premium  for  health  plans 
within  their  alliance.  However,  the  Administration's  proposal  imposes  a  cap  on  the  amount  that 
employers  participating  in  a  regional  alliance  will  be  required  to  pay  for  health  premiums  on 
behalf  of  their  employees.  That  amount  is  generally  7.9%  of  wages  paid  to  employees,  adjusted 
downwards  to  as  low  as  3.5%  in  the  case  of  low-wage  employers  operating  small  businesses. 
Any  excess  premiums  that  would  otherwise  be  due  are  paid  for  by  the  government.  In  sharp 
contrast,  employers  operating  corporate  alliances  are  subject  to  no  cap  whatsoever  and  receive 
no  comparable  government  subsidy. 

One  percent  of  payroll  assessment:  The  Administration's  proposal  directs  all  corporate 
alliance  employers  to  pay  a  tax  equal  to  1  %  of  payroll.  By  contrast,  regional  alliance  employers 
are  indirectly  assessed  an  amount  generally  equal  to  1.5%  of  health  premiums.  There  is  no 
apparent  policy  reason  for  this  more  burdensome  treatment  of  corporate  alliance  employers.  The 
policy  underpinnings  of  this  provision  are  even  more  uncertain  since  recent  Administration 
modifications  to  the  provision  exempt  multiemployer  corporate  alliances  from  the  operation  of 
the  1%  of  payroll  requirement. 

Familv  premium  discounts:  The  Administration's  proposal  offers  a  federal  subsidy  for 
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payment  of  the  employee  share  of  health  premiums  to  employees  with  family  adjusted  incomes 
of  less  than  $40,000.  On  the  other  hand,  the  proposal  directs  employers  maintaining  a  corporate 
alliance  for  the  benefit  of  its  employees  to  pay  for  a  similar  subsidy,  however  in  this  case  limited 
to  employees  earning  less  than  $15,000.  We  can  discern  no  policy  reason  for  this  dissimilar 
treatment  of  low  wage  earners,  and  for  the  existence  of  a  federal  subsidy  only  in  the  case  of 
employees  participating  in  a  regional  alliance. 

Reductions  in  cost  sharing:  With  respect  to  individuals  who  are  AFDC  and  SSI 
recipients  or  whose  family  adjusted  income  falls  below  the  applicable  poverty  level,  the 
Administration's  proposal  makes  available  reductions  in  the  amount  of  deductibles,  copayments, 
and  coinsurance  that  the  individuals  would  otherwise  have  to  pay.  These  reductions  are  available 
only  to  individuals  enrolled  in  regional  alliances.  This  discriminatory  treatment  is  compounded 
by  the  fact  the  subsidy  is  provided  by  the  federal  government.  Similar  reductions  in  cost  sharing 
are  not  available  to  corporate  alliance  employees  who  would  otherwise  be  eligible  for  the 
subsidy. 

Involuntary  termination  of  corporate  alliance  status:  There  are  a  number  of  situations 
in  which  an  employer  will  permanently  lose  its  corporate  alliance  status.  For  example,  such 
status  is  lost  permanently  if  it  is  found  to  be  out  of  compliance  with  ^  requirement  imposed 
by  the  proposal.  Such  status  is  also  lost  if  certain  cost  containment  targets  are  not  attained. 
With  re^)ect  to  the  same  "offenses",  regional  alliances  are  subject  to  much  less  onerous 
penalties.  We  respectfully  submit  that  less  draconian  penalties,  like  those  applicable  to  regional 
alliances,  should  apply  to  corporate  alliances. 

In  a  similar  vein,  the  rules  should  be  clarified  so  that  a  rural  electric  or  telq>hone 
cooperative  that  does  not  initially  join  a  corporate  alliance  may  do  so  at  a  later  date.  The  use 
of  permanent,  irrevocable  elections  is  inappropriate  in  the  changing  world  of  health  care. 

Corporate  alliance  status  in  single  payer  states:  The  Administration's  proposal  permits 
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states  which  opt  to  move  to  single  payer  status  to  elect  whether  to  allow  corporate  alliances  that 
otherwise  comply  with  federal  requirements  to  continue  to  exist.  We  believe  that  allowing  the 
individual  states  such  authority  ignores  the  valuable  role  that  employers  currently  play  and 
should  be  able  to  play  in  providing  cost  effective,  well-designed  health  benefits  to  their 
employees.  As  discussed  above,  employers  are  in  the  best  position  to  evaluate  and  serve  the 
health  insurance  needs  of  their  employees. 

The  unequal  and  inappropriate  treatment  of  corporate  alliances  with  respect  to  the  six 
areas  discussed  above  should  be  remedied.  Moreover,  as  a  general  matter,  all  disincentives  with 
respect  to  corporate  alliance  status  should  be  eliminated.  Employers  currently  play  and  will 
continue  to  play  an  important  role  in  the  health  care  system  and  their  operation  should  not  be 
hindered  by  unequal  treatment  accorded  corporate  alliances. 

Tax  Status  of  Health  Benefits  Trust 

Finally,  we  would  like  to  raise  one  issue  peculiar  to  rural  electric  and  telephone 
cooperatives.  Under  the  Administration's  proposal,  regional  alliances  would  be  tax-exempt. 
Under  Internal  Revenue  Code  section  501(c)(9),  a  health  benefits  trust  established  by  a  large 
employer  or  multiemployer  plan  could  also  be  tax-exempt.  We  believe  that  the  Administration's 
proposal  should  clarify  that  a  health  benefits  trust  established  with  respect  to  rural  electric  or 
telephone  cooperatives  could  also  be  tax-exempt  under  section  501(c)(9).  It  would  be  severely 
unfair  for  a  rural  electric  or  telq)hone  corporate  alliance  to  be  the  alliance  unable  to  use  a  tax- 
exempt  trust  to  fulfill  its  duties. 

Skimming  Concern 

The  argument  offered  for  certain  unfavorable  treatment  of  corporate  alliances  in  the 
Administration's  proposal  is  the  so-called  "skimming"  concern.  This  concern  is  that  an 
employer  or  group  of  employers  will  elect  corporate  alliance  status  only  if  such  status  will  result 
in  lower  health  care  costs.  Health  care  costs  will  generally  be  lower  only  if  the  employer's 
employees  are,  on  the  average,  younger  and  healthier  than  individuals  in  the  regional  alliance 
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system.  Because  premium  costs  within  a  regional  alliance  are  uniform,  L^,  do  not  vary 
based  on  health  risk,  the  employs'  with  healthier  employees  would  fare  better  on  its  own  as  a 
a  corporate  alliance.  Thus,  the  concern  is  that  corporate  alliances  will  "skim  off"  low-risk 
individuals  and  leave  the  high-risk  individuals  in  the  regional  alliance.  This  skimming  would, 
in  turn,  cause  regional  alliance  premiums  to  be  higher  than  they  would  otherwise  be. 

We  recognize  the  legitimacy  of  this  concern.  However,  we  respectfully  submit  that  the 
proposal's  "penalties"  on  corporate  alliances,  such  as  the  first  four  items  described  above  under 
Corporate  Allianr-e  disincentives,  bear  no  relationship  to  this  concern.  No  provision  in  the 
proposal  determines  whether  any  skimming  has  occurred.  No  provision  imposes  a  penalty 
proportionate  to  any  skimming.  Instead,  the  proposal  simply  provides  a  long  list  of  penalties 
on  corporate  alliances. 

As  discussed  above,  we  believe  strongly  that  there  are  good  reasons  to  form  a  corporate 
alliance  other  than  skimming,  i^,  an  employer's  desire  to  design  and  administer  its  health  plans 
in  such  a  way  as  to  be  most  responsive  to  the  employer's  employees.  For  example,  in  our  case, 
the  employees  covered  by  NRECA's  plan  tend  to  be  older  and  many  encounter  on-the-job 
hazards.  In  this  light,  it  would  be  difficult  to  accuse  NRECA  of  skimming. 

Thus,  we  believe  that  in  many  cases  a  corporate  alliance  may  not  be  skimming  at  all. 
In  such  cases,  the  proposal's  array  of  penalties  is  simply  inappropriate.  In  other  cases,  the  effect 
of  a  corporate  alliance  election  may  be  skimming,  though  often  this  result  will  be  incidental  to 
the  employer's  main  objective,  which  is  control  over  health  plan  design  and  administration. 

In  this  light,  we  propose  the  following.  The  pwialties  on  corporate  alliances  should  be 
eliminated.  Instead,  there  should  be  a  single  provision  that  would  address  the  skimming  problem 
directly.  For  example,  there  might  be  a  mandatory  reinsurance  system  in  which  all  health  plans 
participate.  In  this  way,  corporate  alliance  plans  might  share  in  the  excessive  risks  absorbed  by 
the  regional  alliances  (and  vice  versa). 

ThCTe  may  well  be  other  more  finely  tuned  means  of  addressing  the  skimming  problem. 
We  would  support  a  full  analysis  of  all  such  means.  We  oppose,  however,  the  Administration's 
long  list  of  unrelated  penalties  on  corporate  alliances.  We  reiterate  our  willingness  to  work  with 
this  committee  in  any  way  possible  to  modify  the  Administration's  proposal,  to  create  a  level 
playing  field  that  would  permit  employes  acting  as  corporate  alliances  to  design  and  administer 
health  plans  that  are  the  best  for  their  employees. 
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Mr.  Waxman.  Thank  you,  each  of  you,  for  your  statement. 

Dr.  Karrh,  I  particularly  appreciate  the  projections  regarding  cor- 
porate alliance  enrollment  that  you  attached  to  your  statement.  We 
have  been  looking  for  this  information  for  sometime. 

We  seem  to  have  a  difference  of  opinion  on  this  panel  about  the 
way  the  President's  bill  treats  corporate  alliances.  All  of  you  sup- 
port the  concept  of  allowing  large  employers  and  multi-employer 
plans  to  operate  outside  of  the  regional  health  alliances,  but  Dr. 
Karrh  and  Mr.  Williams  believe  that  the  bill  creates  severe  dis- 
incentives for  employers  to  function  as  corporate  alliances,  includ- 
ing the  7.9  percent  cap  on  employer  contributions,  the  1  percent 
payroll  assessment,  and  the  immediate  revocation  of  corporate  alli- 
ance status  in  the  event  of  a  violation  of  statutory  requirements. 

Ms.  Mazo  is  continuing  to  look  at  the  bill  language,  but  she 
seems  to  think  that  the  corporate  alliance  structure  will  work  for 
most  multi-employer  plans. 

Could  you  help  us  understand  the  differences  in  perspectives 
here?  Is  there  something  in  the  design  of  the  bill  that  explains  your 
differences? 

Under  the  rules  for  corporate  alliances,  are  large  corporations 
and  rural  electrical  cooperatives  somehow  treated  differently  than 
multi-employer  plans? 

Ms.  Mazo? 

Ms.  Mazo.  There  is  one  important  difference  which  has  been 
mentioned.  Multi-employer  corporate  alliances — ^by  the  way,  one  re- 
finement we  would  like  to  make  would  be  to  have  them  called  labor 
management  alliances  which  they  are  established  by  labor  manage- 
ment groups,  and  not  corporate  alliances.  But  aside  from  that  are, 
that  is  cosmetic,  would  be  exempted  from  the  1  percent  assessment 
which,  had  that  not  been  in  the  bill,  would  have  made  use  of  that 
mechanism  impossible  for  multi-employer  plans. 

I  think  another  aspect  of  the  difference,  very  candidly,  it  is  ironic 
to  use  it  today  in  Washington,  but  we  are  looking  at  the  glass  as 
half  full.  We  are  pleased  to  see  the  opportunity  to  create  the  alli- 
ances and  looking  at  refining  some  of  the  features. 

We  are  concerned  about  State  flexibility  in  some  ways.  We  are 
concerned  about  a  variety — ^we  are  concerned  about  the  problem. 
We  are  also  made  up  of  small  employers  who  would  be  giving  up 
very  significant  subsidies  if  the  bill  is  designed  as  it  now  stands. 
We  are  not  as  concerned  about  the  7.9  percent  payroll  cap,  in  part 
because  we  would  not  be  working  under  the  disadvantage  of  the  1 
percent  assessment. 

Mr.  Waxman.  Mr.  Williams? 

Mr.  Williams.  I  think  we  would  agree  with  Dr.  Karrh  that  any 
disincentive  to  having  a  corporate  health  alliance  in  terms  of  Fed- 
eral subsidies  that  apply  to  the  regional  alliances  that  do  not  apply 
to  the  corporate  health  alliances  are  going  to  make  it  impossible  for 
them  to  operate. 

Certainly,  in  our  situation  where  the  participants  in  the  cor- 
porate health  alliance  are  going  to  be  an  amalgamation  of  a  lot  of 
small  employers  who  would  otherwise  be  eligible  for  some  of  the 
Federal  subsidies  I  think  would  make  it  economically  infeasible  for 
us  to  operate  one. 
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Mr.  Karrh.  I  think,  Mr.  Chairman,  that  we  really  are  not  dis- 
agreeing with  Ms.  Mazo's  position.  I  think  the  difference  is  that  she 
is  looking  at  a  multi-employer  plan,  which  we  would  encourage,  but 
we  are  looking  at  a  corporate  alliance  that  has  so  many  drop  dead 
gates  that  you  have  to  go  through  and  so  many  other  disincentives 
that  I  think  large  employers  would  have  to  really  look  at  those  in- 
centives— ^those  disincentives  along  with  some  of  the  incentives  and 
decide  whether  or  not  it  was  really  a  viable  option  to  even  consider 
operating  a  corporate  alliance. 

Mr.  Waxman.  One  of  the  points  that  you  all  seem  to  agree  on  is 
the  issue  of  State  discretion  to  adopt  a  single-payer  approach.  All 
of  you  oppose  subjecting  multistate  employer  plans  or  multi-em- 
ployer plans  to  State  by  State  controls. 

Single-payer  advocates,  however,  argue  that  unless  States  have 
the  authority  to  include  all  employees  and  dependents  and  Medi- 
csire  beneficiaries  in  their  programs  the  single-payer  approach  can- 
not work. 

Do  any  of  you  see  any  middle  ground  here?  Is  there  some  way 
to  reconcile  the  interests  of  multistate  employers  and  multi-em- 
ployer plans  with  the  desire  of  some  States  to  establish  a  single 
payer  health  plan? 

Mr.  Karrh.  I  guess,  Mr.  Chairman,  I  don't  see  an  ability  to  com- 
promise that  position  if  you  have  employees  in  a  large  number  of 
States,  any  one  of  which  could  go  single-payer.  What  we  are  trying 
to  avoid  as  a  multistate  employer,  and  take  my  company  as  an  ex- 
ample where  we  are  operating  in  all  50  States,  we  have  employees 
in  all  50  States.  If  several  of  those  States  opted  to  go  single-payer, 
we  could  find  ourselves  trjdng  to  administer  health  care  plans 
across  many  different  States,  many  different  plans,  and  that  would 
be  administratively  very  difficult.  It  would  be  administratively  very 
expensive,  and  it  also  would  give  disproportionate  treatment  of  em- 
ployees. It  would  make  transferring  employees  between  States  and 
between  sites  very  difficult  for  a  corporation  that  is  operating  in  a 
lot  of  different  States. 

Mr.  Williams.  I  would  agree  totally  with  Dr.  Karrh.  I  don't  think 
there  really  is  any  middle  ground. 

Ms.  Mazo.  It  could  also  end  up  disqualifying  your  corporate  alli- 
ance if  a  particular  State  takes  enough  people  out  to  throw  you  out 
of  the  size  threshold. 

Mr.  Waxman.  Mr.  Williams,  you  testified  against  the  provision  in 
the  President's  plan  for  an  assessment  on  corporate  alliances  equal 
to  1  percent  of  payroll.  As  I  understand  it,  the  purpose  of  this  as- 
sessment is  to  help  fund  subsidies  to  academic  health  centers  and 
graduate  medical  education  costs. 

You  describe  this  as  one  of  a  number  of  penalties  on  corporate 
alliances,  and  you  recommend  instead  requiring  them  to  partici- 
pate in  a  reinsurance  program  that  applies  to  them  and  to  plans 
offered  by  regional  alliances. 

My  question  is,  under  your  alternative  how  do  you  propose  we 
finance  the  teaching  and  research  activities  of  academic  heaJth  cen- 
ters? And  do  you  think  this  burden  should  be  borne  entirely  by  em- 
ployers and  workers  participating  in  the  regional  alliances  who 
under  the  bill  face  a  1.5  percent  premium  surcharge  earmarked  for 
this  purpose? 
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Mr.  Williams.  No.  We  don't  think  it  should  be  borne  just  by  peo- 
ple participating  in  regional  alliances.  We  would  be  perfectly  in 
favor  of  contributing  whatever  is  required  of  the  regional  health  al- 
liances. 

We  are  just  saying  that  the  1  percent  on  the  corporate  health  al- 
liance is  going  to  represent  significantly  more  of  a  contribution 
than  the  1.5  percent  of  premium  in  the  regional  health  alliance, 
and  for  particularly  our  membership,  which  would  be  an  aggrega- 
tion of  small  employers  who  would  have  to  fund  the  1  percent  in 
order  to  participate  in  the  regional — I  mean  in  the  corporate  alli- 
ance, but  would  only  have  to  fund  the  1.5  percent  of  premium  to 
participate  in  the  regional  alliance.  It  creates  a  definite  financial 
disincentive  for  their  participation. 

Whatever  you  would  decide  would  be  a  fair  charge  for  one  we 
would  support  for  the  other. 

Mr.  Karrh.  Mr.  Waxman,  may  I  comment  on  that  also,  please? 

Mr.  Waxman.  Sure. 

Mr.  Karrh.  We  have  great  difficulty  with  the  1  percent  being  put 
in  prior  to  the  7.9  percent  cap,  because  that  gives  us  a  hurdle  of 
about  a  6.9  percent  inflation  rate,  or  percent  of  pajnroll  that  we 
have  to  stay  within  in  order  for  our  plan  to  still  qualify  as  a  cor- 
porate plan.  Then  you  have  your  other  1  percent  on  top  of  it. 

We  are  in  total  agreement  that  we  have  a  responsibility  to  bear 
our  fair  share  of  social  responsibilities  whatever  that  is.  We  just 
think  that  being  tagged  in  the  top  of  this  7.9  percent  is  inappropri- 
ate while  being  included  in  that. 

Mr.  Waxman.  Thank  you. 

Mr.  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

I  tend  to  think  that,  contrary  to  the  gentleman  on  the  previous 
panel,  that  the  5,000  figure  is  too  high  for  corporate  alliances,  and 
I  only  base  that  upon  the  fact  that  I  have  met  with  and  spoken 
with  companies  smaller  than  that  who  self-insure  and  are  very 
happy  with  it.  They  seem  to  be  providing  better  health  care  at 
lower  cost. 

I  asked  Dr.  Feder  informally  sometime  ago  why  the  5,000  figure 
was  chosen;  why  the  administration  seemed  to  want  to  discourage 
corporate  alliances,  and  her  response  was,  *Well,  we  just  want  as 
many  people  as  possible  in  the  regional  alliance."  It  seems  to  me 
that  these  companies  were  there  to  serve  the  regional  alliance  rath- 
er than  vice  versa. 

It  seems  to  me  that  if  I  were  an  employer  and  seriously  inter- 
ested in  forming  a  corporate  alliance  or  self-insuring,  I  would  have 
all  of  the  motivation  in  the  world  to  negotiate  with  a  plan  for  the 
best  coverage  at  the  lowest  price.  I  am  paying  80  percent  of  it  at 
least.  I  would  have,  I  think,  as  an  employer,  very  little  confidence 
in  the  motivation  of  a  State  civil  servant  in  my  regional  alliance 
to  do  that  on  my  behalf. 

My  question,  given  all  of  that  preface,  is:  do  you  think  5,000  is 
the  right  figure?  Do  you  think  that  smaller  companies  could  fare 
well  as  corporate  alliances  and  isn't  that  motivation  factor  that  I 
just  mentioned,  a  real  critical  difference  in  terms  of  the  motivation 
to  negotiate? 
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Mr.  Karrh.  We  think  that  definitely  the  5,000  number  is  not  the 
right  number.  We  have  suggested  going  down  to  500  or  perhaps 
even  to  100  employees. 

One  of  the  previous  speakers  mentioned  that  below  5,000  there 
was  not  much  cost  savings  opportunities  for  employers.  We  think 
in  the  past  that  may  have  been  true,  but  there  were  not  as  many 
opportunities  for  different  types  of  plan  composures  and  organiza- 
tions as  there  are  now.  We  think  that  smaller  alliances  could  actu- 
ally now  save  money  with  some  of  the  point-of-service  and  other 
types  of  plans  and  vehicles  that  are  available  to  them  to  use. 

We  think  also  that  to  have  a  corporate  plan  where  only  5,000 
employees  and  above — and  the  numbers  that  I  attach  to  my  testi- 
mony show  that  those  would  be  very,  very  small  players  in  the 
total  marketplace — competing  with  the  regional  alliances  that,  as 
Ms.  Feder  said  this  morning,  would  have  something  on  the  order 
of  73  percent  of  the  market,  and  then  a  corporate  alliance  would 
be  trying  to  compete  against  that  large  size. 

Mr.  Williams.  We  would  definitely  support  lowering  the  number, 
and  I  think  we  have  some  numbers  from  our  own  membership  that 
show  currently  and  in  the  immediate  past  employers  of  less  than 
500  successfully  self-insuring  and  saving  money.  We  think  another 
way  to  solve  this  problem  would  be  to  make  participation  in  re- 
gional adliances  voluntary. 

Ms.  Mazo.  The  issues  that  were  raised  this  morning,  however, 
about  administrability  and  the  extent  of  regulation  that  would  be- 
come necessary  if  you  have  many  different  groups  and  people  shift- 
ing between  groups  and  requalifying  and  being  re-enrolled  and  that 
sort  of  thing  have  to  be  looked  at  too.  I  think  the  question  of  sort 
of  the  specific  gravity,  of  exactly  how  big  the  group  needs  to  be  out- 
side the  alliance  is  one  question  and  the  restructured  health  care 
scene  envisioned  by  the  President's  program,  the  ability  to  success- 
fully self-insure  now  might  well  not  be  the  indicator  of  what  would 
be  able  to  be  successfully  running  a  cost  effective  program  under 
the  new  regime.  As  Dr.  Karrh  has  said,  maybe  that  a  thousand 
might  become  the  limit  of  what  is  reasonable. 

I  don't  know  how  much  we  would  want  to  let  trial  and  error  or 
let  employers  of  smaller  size  try  and  fail,  and  then  kind  of  come 
limping  into  the  regional  alliance.  That  too  might  create  other 
kinds  of  problems.  I  think  it  needs  to  be  looked  at  very  carefuUv 
and  not  just  by  saying,  "Oh,  smaller  companies  can  do  it  well 
today,  therefore  why  shouldn't  they  continue  doing  it?" 

Mr.  Williams.  I  would  agree  we  have  to  be  very  careful  about 
this.  But  a  smaller  company  doesn't  have  to  self-insure  to  do  it. 
They  could  set  up  a  plan  some  other  way,  with  some  other  form 
of  carrier. 

Mr.  Greenwood.  It  seems  to  me  that  when  you  talk  about  trial 
and  error  that  this  whole  process  in  which  you  are  engaged  here 
is  quite  an  experiment.  And  it  would  seem  to  me  that  having  more 
rather  than  fewer  individuals  covered  by  corporate  alliances  and 
outside  of  the  regional  alliance  would  give  us  a  better  opportunity 
over  time  to  judge  the  relative  value  and  merits  of  the  regional  alli- 
ance than  it  would  if  we  force  such  vast  numbers  into  the  regional 
alliance  despite  the  fact  that  they  might  fare  very  well  outside  of 
the  alliance. 
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Anybody  want  to  comment? 

Mr.  Williams.  I  think  we  agree  with  that.  We  would  also  agree 
that  we  think  that  is  an  excellent  experimental  model  to  try  in 
rural  America  where  most  of  the  proposals  today,  the  Presidents 
and  most  of  the  ones  we  have  seen  don't  have  real  good  answers 
for  how  to  make  health  care  reform  work  in  rural  areas.  They  are 
all  based  on — ^most  of  the  testimony  we  have  listened  to  this  morn- 
ing has  been  based  on  concentrations  of  population. 

We  are  dealing  with — our  membership  is  where  we  have — ^we 
don't  have  HMO's  around  the  comer  or  PPO's  on  every  block,  and 
the  extension  of  corporate  health  insurance  to  small  and  aggrega- 
tions of  small  employers  in  rural  America  might  well  be  a  way  to 
help  them  get  a  plan  that  is  more  competitive  now. 

Ms.  Mazo.  We,  our  membership,  the  Coordinating  Committee 
wants  both  mechanisms  to  succeed.  A  large  number  of  multi-em- 
ployer plans,  in  fact,  would  like  to  move  people  into  regional  alli- 
ances, into  broader,  more  socialized  pools  than  just  continuing  to 
bear  the  cost,  particularly  in  low  wage  industries. 

We  would  also  share  some  of  the  concern  that  was  expressed  by 
members  of  the  previous  panel  about  opening  up  greater  opportuni- 
ties to  risk  selection  as  you  slice  and  dice  the  market  once  again. 

Mr.  Karrh.  We  think  it  is  important  that  corporate  alliances  suc- 
ceed, and  we  very  strongly  would  like  to  be  able  to  run  our  own 
corporate  alliances.  There  are  several  reasons  for  this. 

Our  employees  have  come  to  expect  this.  Our  employees  that 
have  been  with  our  companies  for  any  period  of  time  have  had 
their  health  care  provided  through  the  company.  It  is  a  very  strong 
employee  relations  plus  for  us. 

We  also  believe  that  we  can  do  a  better  job  in  assuring  quality 
and  the  cost  management  within  the  system  than  the  large  re- 
gional alliances  can  assure  as  far  as  the  quality  is  concerned. 

We  think  that  where  we  are  tr5dng  to  transfer  employees  be- 
tween locations  we  can  provide  comparable  benefits  throughout  the 
entire  system,  so  that  as  people  go  from  one  State  to  another  there 
is  not  a  disparate  treatment  between  employee  groups  and  it  gives 
us  equitable  treatment  between  those  groups. 

And  then  we  can  use  the  experience  rating  of  the  employee  popu- 
lation. We  take  all  comers  who  come  into  the  company.  They  are 
all — ^we  don't  screen  anyone  out.  But  when  they  come  into  employ- 
ment of  the  company  they  get  health  insurance  then  irrespective 
of  what  their  conditions  may  be.  So  we  have  experience  rating,  but 
it  is  a  community  using  the  corporate  population  as  the  community 
that  is  rated. 

And  then  we  think  we  can  have  better  assurance  of  our  year  to 
year  cost  increases,  better  control  of  those,  than  we  can  have  if  we 
are  paying  into  a  regional  alliance.  But  all  we  are  asking  is  that 
the  corporate  alliances  be  made  where  they  can  be  viable  and  not 
have  so  many  disincentives  that  a  large  employer  just  would  see 
no  reason  to  go  into  the  corporate  alliance. 

Mr.  Greenwood.  We  talk  a  lot  about  wellness  in  this  debate, 
and  it  seems  to  me  that  the  corporate  alliances  are  great 
motivators  for  all  kinds  of  wellness  programs  for  employees.  I  am 
not  sure  that  is  going  to  exist  outside  of  the  alliances.  It  seems  to 
me  that  these  regional  alliances  are  to  this  health  care  plan  what 
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0-rings  are  to  the  shuttle.  Some  people  may  not  want  to  fly  in  it, 
at  least  for  the  first  few  flights. 
Thank  you,  Mr.  speaker. 

Mr.  Karrh.  If  I  may  respond  to  that,  Mr.  Chairman? 
Mr.  Waxman.  Sure. 

Mr.  Karrh.  Most  of  our  members  have  pretty  extensive  preven- 
tion and  wellness  types  of  programs,  life-style  programs.  We  feel 
that  we  have  incentives  to  do  that,  because  we  think  it  does  help 
hold  down  our  cost,  as  was  pointed  out  this  morning.  It  also  helps 
with  employee  moral  and  it  helps  with  productivity  and  it  helps 
control  absenteeism. 

If  we  did  not  run  corporate  alliances  and  the  regional  alliances 
had  prevention  and  wellness  programs,  they  would  not  have  the 
same  incentive  to  try  to  address  these  other  areas  that  we  have 
mentioned,  although  they  may  still  provide  some  absenteeism  as- 
sistance and  some  productivity  assistance. 

The  biggest  problem  would  be,  though,  with  the  dependents,  the 
family  members,  because  our  largest  costs  are  the  family  members. 
We  insure  more  non-employee  lives  than  we  ensure  employee  lives. 
Therefore,  we  are  not  worrying  there  about  absenteeism  and  pro- 
ductivity, but  we  are  worrying  about  health  care  costs,  and  there 
would  not  be  the  incentive  for  the  regional  alliance  using  a  preven- 
tion-wellness  program  to  hold  down  those  health  care  costs.  And  so 
we  may  gain  on  the  employee  side  from  absenteeism  and  productiv- 
ity gains,  but  we  would  certainly  not  gain  on  the  family  member 
side. 

Mr.  Waxman.  Thank  you  very  much. 
Mr.  Brown? 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Dr.  Karrh,  if  I  could  follow  up  on  that.  You  are  obviously  larger 
than  that,  but  if  you  were  a  smaller  company  what  kinds  of  incen- 
tives would  you  need  to — if  you  can  perhaps  extrapolate  in  some 
way,  what  kinds  of  incentives  would  you  need  to  continue  those 
sorts  of  wellness  programs? 

Obviously,  you  would  still  have,  as  we  were  talking  about  this 
morning,  as  you  just  mentioned,  the  productivity  and  moral  issues 
supporting  the  continuation  of  such  programs.  But  what  would  you 
need  beyond  that  in  terms  of  incentives  on  premiums?  Or  would 
you? 

Mr.  Karrh.  It  would  be  hard  for  me  to  speak  for  a  smaller  com- 
pany, but  I  am  not  sure  that  there  is  that  much  difference  between 
a  smaller  company  and  a  company  the  size  of  our  member  compa- 
nies, the  size  of  DuPont,  for  example. 

What  we  would  like  to — ^the  incentive  for  us  is  in  all  three  of 
those  areas.  That  we  hold  down  health  care  costs  by  using  preven- 
tion and  wellness  and  life-style  programs.  That  we  improve  em- 
ployee moral  and  productivity,  and  that  we  work  on  absenteeism. 
Employees  rather  than  being  ill  and  off  the  job,  they  are  able  to 
come  to  the  job.  I  think  those  same  incentives  would  hold  across 
almost  any  size  employer. 

As  far  as  what  financial  incentives,  in  our  case  at  least,  the 
health  care  costs  that  we  think  we  can  improve  upon  by  prevention 
and  wellness  and  the  absenteeism  and  productivity  costs  are  incen- 
tive enough  for  us  to  run  those  programs.  If  we  didn*t  have  those 
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incentives  built  into  it,  though,  then  we  may  have  to  decide  that 
we  did  not  want  to  put  the  additional  moneys  into  running  such 
programs. 

Mr.  Brown.  Let  me  pursue — did  you  want  to  add  to  that? 

Mr.  Williams.  I  would  just  say  our  trust  is  a  group  of  about  850 
rural  electric  cooperatives.  We  have  had  a  wellness  incentive  pro- 
gram and  reduced  premiums  of  up  to  5  percent  for  about  5  years 
now.  We  have  well  over  two-thirds  of  the  membership  participat- 
ing, and  we  think  our  experience  demonstrates  the  effectiveness  of 
this  in  reducing  health  care  costs. 

Mr.  Brown.  Your  reduction  in  premium  was  5  percent? 

Mr.  Williams.  Up  to  5  percent,  depending  on  what  the  individ- 
ual employer  did,  what  specific  wellness  

Mr.  Brown.  Can  you  tell  me  some  of  the  things  they  did? 

Mr.  Williams.  Well,  smoking  cessation.  Overweight.  We  had  a 
health  screening  model  that  the  employees  went  through. 

I  don't  have  the  whole  list  here  in  front  of  me.  We  have  got  a 
kit  on  it.  I  will  be  happy  to  send  it  to  you. 

Mr.  Brown.  OK.  I  would  like  that.  Thank  you. 

And  it  varied  depending  on  what  they  were  doing,  the  location, 
all  of  that? 

Mr.  Williams.  Exactly.  You  could  get  as  much  as  a  3  or  4  per- 
cent annual  reduction  or  as  much  as  a  one  time  5  percent  reduction 
depending  on  what  you  did. 

Mr.  Brown.  Let  me  ask — I  was  a  little  confused  on  your  state- 
ments in  response  to  Mr.  Greenwood's  question  on  the  size  of  the 
corporate  alliances  and  bringing  that  number  down.  I  was  going  to 
ask  that. 

I  was  going  to  ask  you  what  size  you  think  is  optimal.  But  you 
said  something.  Dr.  Karrh,  that  confused  me  a  little  bit.  That  your 
belief,  I  think  you  said,  or  your  studies  show  that  the  health  alli- 
ances will  be  70  percent  of  employees,  corporate  alliances  will  only 
be  30.  Is  that  what  you  said? 

Mr.  Karrh.  No.  On  the  information  that  is  attached  to  my  testi- 
mony is  a  chart  that  is  prepared  by  the  Employee  Benefits  Re- 
search Institute  that  shows  what  the  average  State  regional  alli- 
ance size  would  be,  and  it  is  in  percentage.  It  gives  actually  the 
population  in  the  alliance  and  then  it  gives  the  percentage. 

And,  if  you  look  at  that,  and  Ms.  Feder  verified  that  this  morn- 
ing, that  73  percent  average  population  in  the  United  States  would 
be  in  regional  alliances,  given  the  5,000  population  size  and  given 
the  fact  that  Medicare  is  carved  out.  So  then  that  leaves  30  percent 
between  Medicare  and  between  the  corporate  alliances. 

Her  statement  was  that  9  percent  of  the  population  would  be  in 
corporate  alliances,  by  their  data.  We  were  giving  the  benefit  of  the 
doubt,  and  we  said  17  percent. 

Mr.  Brown.  So,  I  guess  your  point  was  that  the  corporate  alli- 
ances then  won't  have  much  ability  to  affect  prices  because  of  its 
lack  of  size,  relative  size? 

Mr.  Karrh.  Because  of  its  lack  of  relative  size  in  proportion  to 
the  regional  alliances,  and  therefore  we  think  that  there  needs  to 
be  some  more  competition  within  the  marketplace  opposite  the  re- 
gional alliance. 
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Mr.  Brown.  Understanding  that,  and  that  is  maybe  a  call  for 
competing  regional  alliances.  But  putting  competing  regional  alli- 
ances aside,  if  we  just  drop  the  size  from  5,000,  say,  to  1,000  nec- 
essary to  join  a  corporate  alliance,  it  seems  to  me  that  those  cor- 
porate alliances  then,  while  large  in  the  aggregate,  there  would  be 
so  many  small  ones  that  they  would  have  even  less  bargaining 
power  vis-a-vis  the  help  of  the  regional  alliances,  would  they  not? 

Because  they  can't  operate  together,  the  corporate  alliances. 
There  are  so  many  small  ones  of  1,200  and  1,800  and  3,000. 

Mr.  Karrh.  They  would  not  operate  together  but  that  would  put 
more  competition  into  the  marketplace.  Right  now  you  would  have 
the  very,  very  large  regional  alliances  the  way  it  is  set  up,  accord- 
ing to  this  70  percent  of  the  population  would  be  in  the  regional 
alliance.  Then  you  would  have  a  very  few  corporate  alliances  oper- 
ating in  any  one  region.  So  therefore  they  would  not  have  the  bar- 
gaining power  against  the  large  regional  alliances'  bargaining 
power. 

If  you  had  more  corporate  alliances,  even  if  they  did  have  smaller 
employers  in  it,  you  would  have  more  capability  of  having  some 
competition  in  the  marketplace  trjdng  to  get  that  business. 

Mr.  Brown.  What  would  be — for  all  three  of  you,  what  would  be 
the  ideal  number  in  the  Clinton  health  plan  for  the  size  of  a  cor- 
porate alliance,  for  a  minimum  size? 

Mr.  Karrh.  We  have  suggested  500. 

Ms.  Mazo.  We  think  we  can  live  generally  with  the  5000  person 
figure.  But  I  think  if  it  were  dropped  it  probably  shouldn't  be 
dropped  below  1,000. 

Mr.  Williams.  If  we  are  going  to  succeed  as  a  corporate  health 
alliance  it  is  going  to  be  just  the  rural  electric  cooperatives,  so  the 
5,000  is  fine  from  that  perspective.  Generally,  we  would  like  to  see 
that  number  go  as  low  as  people  are  comfortable  with.  We  would 
certainly  be  comfortable  with  500  or  less. 

Mr.  Brown.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Brown. 

I  thank  you,  each  of  you  for  your  testimony.  You  have  given  us 
some  very  useful  information,  and  we  will  continue  to  be  in  touch 
with  you. 

That  concludes  our  hearing  for  today.  We  stand  adjourned. 
[Whereupon,  at  3:37  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair.] 
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